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A  NEW  MEDICARE  PRESCRIPTION  DRUG 
BENEFIT:  IS  IT  GOOD  FOR  SENIORS? 


THURSDAY,  JULY  17,  2003 

House  of  Representatives, 
Subcommittee  on  Human  Rights  and  Wellness, 

Committee  on  Government  Reform, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  1:06  p.m.,  in  room 
2154,  Rayburn  House  Office  Building,  Hon.  Dan  Burton  (chairman 
of  the  subcommittee)  presiding. 

Present:  Representatives  Burton,  Watson,  Sanders,  Cummings, 
Allen,  and  Tom  Davis  of  Virginia  [ex  officio]. 

Staff  present:  Mark  Walker,  chief  of  staff;  Brian  Fauls,  profes- 
sional staff  member;  Mindi  Walker,  professional  staff  member  and 
clerk;  Nick  Mutton,  press  secretary;  Kelly  Lorenz,  Rob  Rubinstein, 
and  Sheri  Strickland,  assistants;  Tony  Haywood,  minority  counsel; 
and  Jean  Gosa,  minority  assistant  clerk. 

Mr.  Burton.  Good  afternoon.  A  quorum  being  present,  the  Sub- 
committee on  Human  Rights  and  Wellness  will  come  to  order. 

I  ask  unanimous  consent  that  all  Members'  and  witnesses'  writ- 
ten and  opening  statements  be  included  in  the  record.  And  without 
objection,  so  ordered.  I  ask  unanimous  consent  that  all  articles,  ex- 
hibits and  extraneous  or  tabular  material  referred  to  be  included 
in  the  record.  And  without  objection,  so  ordered. 

I  ask  unanimous  consent  that  the  following  Members  of  Congress 
be  permitted  to  serve  as  members  of  the  Subcommittee  for  today's 
hearing:  Congressman  Allen  of  Maine,  Congressman  Gutknecht  of 
Minnesota,  Congressman  Emanuel  of  Illinois.  And  without  objec- 
tion, so  ordered. 

Today's  hearing  is  the  fourth  in  an  ongoing  series  of  hearings 
this  subcommittee  has  held  to  examine  the  problem  of  the  high 
prices  charged  for  prescription  drugs  in  the  United  States.  Amer- 
ican consumers  pay  a  higher  price  on  average  for  prescription 
drugs  than  citizens  of  any  other  country  in  the  world  and  the 
prices  continue  to  go  up  and  up.  I  notice  that  there's  not  a  lot  of 
the  media  here  today  and  I'm  a  little  disappointed.  Because  this  is 
going  to  be,  in  the  years  to  come,  I  think,  one  of  the  major  issues 
that  this  Congress  will  be  faced  with,  because  it's  going  to  cost  so 
much  money. 

Thanks  to  the  astronomical  growth  in  prices,  we  now  have  a  situ- 
ation in  this  country  where  more  than  one  in  five  American  adults 
are  unable  to  take  their  drugs  as  prescribed,  because  they  simply 
can't  afford  to  buy  them.  That's  20  percent  of  the  population.  I 
don't  dispute  that  the  prescription  drug  industry  has  discovered 
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some  truly  remarkable  and  lifesaving  drugs,  and  those  are  nec- 
essary. What  I  cannot  understand,  though,  is  why  an  industry  pur- 
portedly in  the  business  of  improving  people's  health  and  the  qual- 
ity of  life  would  price  their  products  so  high  that  people  simply 
can't  afford  to  buy  them,  while  at  the  same  time  they're  pricing 
them  much  lower  in  other  parts  of  the  world. 

The  fact  of  the  matter  is  that  drugs,  even  miracle  cures  which 
are  priced  so  high  that  they're  unaffordable  in  actuality  save  no 
lives.  It's  just  that  simple.  One  solution  to  this  problem  currently 
being  advanced  through  Congress  is  to  add  a  prescription  drug  ben- 
efit to  the  Medicare  program.  In  essence,  this  approach  would  shift 
the  financial  pain  from  the  individual  consumer  onto  the  backs  of 
all  American  taxpayers.  And  that  means  you  and  me. 

The  Medicare  Prescription  Modernization  Act,  H.R.  1,  passed  by 
the  House  of  Representatives  on  June  27th,  represents  the  single 
largest  expansion  of  Medicare  since  its  inception  in  1965,  and  the 
bill  is  estimated  to  cost  $380  billion  over  the  next  10  years.  I  am 
confident  that's  going  to  be  very,  very  low. 

However,  the  history  of  Medicare  has  always  been  one  of  finan- 
cial chaos,  with  the  actual  costs  far  exceeding  the  projected  costs. 
When  the  program  was  first  launched  in  1967,  at  a  cost  of  $3.4  bil- 
lion, it  was  estimated  that  by  1992  it  would  require  only  about  $15 
billion  annually.  In  reality,  Medicare  expenditures  in  1992  reached 
$90  billion,  which  was  six  times  what  they  estimated. 

Just  10  years  later,  according  to  the  Heritage  Foundation,  those 
costs  have  ballooned  to  an  astounding  $267  billion  each  year.  And 
the  figures  for  the  fiscal  year  2003  will  surely  be  even  higher,  with 
estimates  ranging  in  the  $299  billion  range.  The  financial  picture 
gets  even  bleaker  in  the  years  beyond  2013.  Researchers  at  Texas 
A&M  University  recently  concluded  that  a  prescription  drug  benefit 
with  an  annual  growth  rate  of  12  percent  would  create  an  un- 
funded liability  of  $7.5  trillion  over  the  life  of  the  Medicare  pro- 
gram. And  I  think  that  12  percent  figure  is  low  as  well.  So  $7.5 
trillion  is  a  low  figure,  I  believe. 

That  figure  represents  almost  twice  the  currently  held  public 
debt.  Twice,  just  on  this  one  issue.  Unfortunately,  drug  costs  are 
already  increasing  faster  than  a  12  percent  annual  growth  rate, 
climbing  more  than  17  percent  annually  in  the  last  3  years,  not 
just  12  percent.  So  that  $7.5  trillion  cost  is  low.  And  boy,  are  we 
going  to  pay. 

The  numbers  don't  lie.  Without  significant  reform  and  restructur- 
ing of  the  Medicare  program  and  some  way  to  responsibly  restrain 
the  amount  of  money  spent  by  the  Government  to  buy  prescription 
drugs,  there  are  only  two  possible  results:  huge  tax  increases  or 
massive  new  budget  deficits.  One  possible  way  to  restrain  Medicare 
spending  on  prescription  drugs  is  to  open  up  the  prescription  drug 
market  to  competition,  through  a  mechanism  known  as  parallel 
trading  or  reimportation.  The  U.S.  Food  and  Drug  Administration 
estimates  that  nearly  1  million  American  consumers  already  pur- 
chase between  $500  million  and  $1  billion  worth  of  prescription 
drugs  from  Canada  and  Canadian  pharmacies  annually. 

The  reason  they  do  this  is  simple.  The  price  for  a  prescription 
drug  in  Canada  can  be  half  or  one  quarter  or  much  less,  one  sixth, 
of  the  price  charged  for  the  exact  same  drug  that's  sold  here  in  the 
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United  States.  Reimportation  was  one  of  the  most  contentious 
issues  discussed  by  the  House  of  Representatives  during  the  recent 
Medicare  debate,  and  the  House  leadership  has  promised  to  hold 
a  standalone  vote  on  reimportation  legislation  prior  to  the  August 
recess.  We're  waiting  anxiously  for  that. 

The  debate  over  the  wisdom  of  reimportation  has  been  raging  in 
the  media  and  through  intense  member  to  member  discussions  for 
the  last  several  weeks.  I  personally  support  reimportation,  or  par- 
allel purchasing.  I  believe  that  a  system  can  be  created  that  uti- 
lizes technology  already  available  to  produce  tamper-proof  packag- 
ing and  computer  tracking  to  allow  for  the  same  importation  of 
FDA  approved  drugs.  In  fact,  many  of  the  drugs  on  store  shelves 
today  are  made  in  FDA  approved  facilities  in  other  countries.  The 
drugs  are  then  imported  into  this  country  and  packaged  for  final 
sale.  If  we  can  create  a  system  where  the  drug  companies  can  safe- 
ly import  drugs  from  manufacturing  plants  overseas,  why  is  it  so 
unthinkable  that  we  could  create  a  similar  system  to  allow  whole- 
salers, pharmacists  and  individuals  to  safely  import  drugs? 

We'll  hear  briefly  this  afternoon  from  Representatives  Gil  Gut- 
knecht,  from  Minnesota,  Republican  from  Minnesota,  and  Rahm 
Emanuel,  Democrat  from  Illinois,  two  of  the  principal  sponsors  of 
the  Pharmaceutical  Market  Access  Act,  H.R.  2427.  H.R.  2427  is  the 
bill  most  likely  to  be  the  vehicle  for  a  House  vote  on  reimportation 
next  week.  And  I  appreciate  both  gentleman  for  being  here  today 
and  taking  time  out  of  their  busy  schedules  to  discuss  this  issue 
and  respond  to  some  of  the  questions  and  myths  and  concerns  sur- 
rounding H.R.  2427. 

Responsible  Medicare  reform  must  also  include  sound  financial 
planning.  The  subcommittee  will  also  hear  testimony  this  afternoon 
from  experts  with  the  Heritage  Foundation  and  American  Enter- 
prise Institute  about  the  projected  long  term  costs  of  adding  a  pre- 
scription drug  component  to  the  Medicare  program.  I  thank  them 
for  being  here  as  well. 

Finally,  it  does  us  no  good  to  have  a  fiscally  responsible  Medicare 
prescription  drug  program  if  it  doesn't  benefit  the  people  it  was  in- 
tended to  help.  If  seniors  end  up  paying  more  for  their  prescription 
drugs  under  Medicare  than  they  would  pay  on  their  own  or 
through  an  employer-sponsored  health  plan,  then  we've  failed  the 
American  people. 

We'll  hear  today  from  witnesses  with  the  Alliance  for  Retired 
Americans,  the  Consumers  Union  and  the  Washington  Business 
Health  Group  about  the  potential  impact  on  retirees  and  the  busi- 
ness community  should  a  Medicare  prescription  drug  benefit  be  en- 
acted. If  we  are  to  avoid  making  prescription  drug  coverage  the 
Trojan  Horse  that  destroys  Medicare,  we  must  learn  from  the  mis- 
takes of  the  past.  In  1988,  Congress  passed  sweeping  legislation  ex- 
panding catastrophic  health  care  coverage  for  seniors.  When  the 
public  realized — there  were  only  11  of  us  that  voted  against  that, 
incidentally.  And  we  were  all  criticized  by  the  senior  groups  around 
the  country  because  we  didn't  care  about  them.  And  I  said  to  many 
of  them  then,  wait  until  you  find  out  what's  in  that  turkey.  [Laugh- 
ter.] 

And  11  months  later,  we  repealed  it,  because  the  seniors  found 
out  it  was  a  turkey  and  they  all  raised  Cain  and  we  repealed  it. 
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In  1988,  Congress  passed  sweeping  legislation  expanding — I've 
already  covered  that.  I  don't  need  to  go  through  that  again.  I'm  just 
so  whipped  up  about  it. 

House  Ways  and  Means  Chairman  Dan  Rostenkowski,  Illinois 
Democrat  was  actually  accosted  by  more  than  50  angry — that  was 
really  something,  you  should  have  seen  it,  they  had  it  on  TV.  Ros- 
tenkowski was  fighting  his  way  into  his  car,  running  from  these 
seniors.  They  blocked  his  car  and  shook  his — these  old  people  were 
shaking  his  car  violently.  That  was  a  hoot.  In  a  dramatic  and  un- 
usually speedy  turnaround,  Congress  repealed  that  turkey. 

Before  we  find  ourselves  in  a  similar  situation  again,  I  believe 
Congress  needs  to  take  a  step  back  and  look  at  the  bigger  picture. 
It's  my  sincere  hope  that  in  the  next  days  the  Joint  House  Senate 
Conference  will  be  able  to  produce  a  far  better  bill  which  protects 
our  Nation's  financial  stability,  provides  a  prescription  drug  benefit 
for  the  truly  needy,  and  finally  opens  up  the  prescription  drug  mar- 
ket fully  and  completely,  so  people  can  get  the  best  price  from 
world  competition.  We  owe  it  to  our  children  and  grandchildren  to 
leave  behind  a  legacy  of  sound  financial  planning  that  includes  a 
responsible  health  care  coverage.  And  I'll  tell  you,  our  kids  and  our 
grandkids  and  the  posterity  of  this  country  are  going  to  really  say 
shame  on  us  if  we  don't  deal  with  this  problem  properly  right  now. 

I  now  recognize,  and  I  want  to  thank  my  colleague  from  way  up 
north  for  being  here,  Mr.  Sanders  as  well.  He's  been  a  real  tiger 
on  this  issue.  I  now  recognize  the  ranking  member  of  the  sub- 
committee, Congresswoman  Diane  Watson,  for  her  statement. 

Ms.  Watson.  Thank  you  very  much,  Mr.  Chairman. 

I  want  to  protect  and  respect  our  seniors.  But  I'm  shocked  at  the 
bill  the  House  passed  by  only  one  vote  just  over  a  week  ago.  Mr. 
Chairman,  I  sincerely  want  to  commend  you  for  your  leadership 
and  your  strong  resolve  on  this  issue. 

Medicare  beneficiaries  have  waited  a  long  time  for  help.  But  un- 
fortunately, the  proposed  legislation  falls  far  short  of  what  seniors 
and  disabled  Americans  have  been  waiting  for.  We're  at  a  time 
when  we  know  the  miracles  of  science.  Prescription  drugs  can  be 
miraculous  in  their  power  to  cure  and  improve  the  quality  of  life 
for  our  seniors.  We  in  Government  have  the  responsibility  to  cap- 
italize on  the  advances  of  science  and  help  our  seniors.  By  adding 
a  prescription  drug  benefit  to  Medicare,  a  program  that  seniors 
know  and  trust,  seniors  will  have  an  improved  quality  of  life  at  a 
reduced  cost  to  taxpayers  over  the  long  run. 

A  Medicare  prescription  drug  benefit  should  be  first,  affordable, 
reducing  the  exorbitant  prices  of  drugs;  meaningful,  with  guaran- 
teed benefits  within  Medicare;  and  available  to  all,  regardless  of 
where  they  live.  So  it  is  with  great  disappointment  that  I  look  at 
the  proposal  for  Medicare  reform  which  was  in  front  of  us.  The 
House  bill  fails  to  meet  each  one  of  the  basic  standards.  The  House 
bill  does  nothing  to  reduce  the  cost  of  prescription  drugs.  It  creates 
a  coverage  gap  so  wide  that  almost  50  percent  of  the  seniors  will 
fall  into  it. 

Under  the  bill,  seniors  pay  the  first  $250  on  their  drug  costs, 
then  20  percent  up  to  $2,000.  They  will  receive  no  assistance  at  all 
between  $2,000  and  $4,900.  The  bill  also  allows  insurers  to  vary 
the  benefit  levels  and  prices  around  the  country. 
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Insurers  would  be  able  to  limit  access  to  specific  drugs  and  phar- 
macies. The  House  bill  fails  to  guarantee  the  same  benefits  for  the 
9.2  million  Medicare  beneficiaries  in  rural  areas.  And  it  even  pro- 
hibits the  Secretary  of  HHS  from  negotiating  a  better  price  for  sen- 
iors. 

In  the  Canadian  market,  their  Secretary  was  able  to  negotiate 
the  prices  down.  That's  why  the  same  medication  that  you  buy  here 
is  cheaper  there,  because  they  put  a  cap.  We  ought  to  do  that. 

The  bill  passed  by  the  House  is  designed  to  privatize  Medicare, 
leaving  seniors  at  the  mercy  of  HMOs  and  private  insurance  plans. 
This  bill  uses  private  drug  only  plans  to  administer  the  prescriptive 
drug  program.  These  are  plans  that  do  not  exist  anywhere  today. 
These  plans  would  force  seniors  to  leave  trusted  doctors  and  hos- 
pitals that  they  feel  comfortable  with.  Even  worse,  by  the  year 
2010,  the  hospital  turns  the  traditional  Medicare  program  into  a 
voucher  program. 

Now,  we  all  came  here  to  Washington  to  serve  the  people  of  our 
districts,  not  to  hurt  them.  We  have  a  responsibility  to  our  parents 
and  our  grandparents  to  improve  and  strengthen  the  Medicare  pro- 
gram they  know  and  they  trust.  And  we  have  a  responsibility  to 
future  generations  to  leave  them  with  a  country  that  is  even  better 
and  more  secure  than  the  one  we  inherited. 

So  Mr.  Chairman,  I  want  to  thank  you  for  this  opportunity  to 
hear  again  how  we  can  improve  a  system  and  not  hurt  it.  So  I'd 
like  to  yield  back  my  time  and  hear  from  the  panelists. 

Mr.  Burton.  Thank  you  very  much,  Ms.  Watson.  We  have  the 
chairman  of  the  full  committee,  Mr.  Davis,  here.  Mr.  Davis,  did  you 
have  a  statement  you'd  like  to  make? 

Mr.  Tom  Davis  of  Virginia.  I  do,  but  why  don't  we  hear  from 
the  panel  first?  They  have  other  things  to  do,  and  I'll  give  my  state- 
ment after  that,  if  that  would  be  all  right. 

Mr.  Burton.  That  would  be  fine. 

Did  you  have  any  comments  you'd  like  to  make,  Mr.  Sanders? 
Mr.  Sanders.  I  will  be  very  brief. 

There  is  an  extraordinary  drama  taking  place  in  Congress  and 
in  Washington,  D.C.  right  now.  I  would  hope  that  some  of  the 
media  would  be  smart  enough  and  perceptive  enough  to  under- 
stand what's  going  on,  because  this  is  really  unique.  We  have  left 
wingers  like  Mr.  Burton  and  conservatives  like  myself— [laugh- 
ter]— oh,  I  forgot,  it's  the  other  way  around. 

And  we  have  conservatives  and  moderates  and  liberals  coming 
together  around  one  basic  principle.  And  that  basic  principle  is,  we 
are  sick  and  tired  of  seeing  the  American  people  ripped  off  and  see- 
ing our  seniors  and  others  being  forced  to  pay  by  far  the  highest 
prices  in  the  world  for  prescription  drugs.  And  this  has  been  an 
amazing  process,  to  see  conservative  Republicans,  Independents, 
progressive  Democrats,  moderates,  all  kinds  of  people  coming  to- 
gether. And  at  the  same  exact  moment,  what's  going  on?  The  cor- 
porate representatives  in  both  parties  are  fighting  us.  In  both  par- 
ties they're  fighting  us. 

And  then  on  top  of  that,  of  course,  we  are  taking  on  the  most 
powerful  industry  in  terms  of  lobbying  power  probably  in  the  his- 
tory of  this  country.  This  is  an  industry  which  in  recent  years  has 
spent  hundreds  and  hundreds  and  hundreds  of  millions  of  dollars 


making  sure  that  our  people  pay  outrageously  high  prices.  They 
contribute  huge  sums  of  money  into  the  political  process,  more  to 
the  Republicans  now  than  to  the  Democrats,  but  I  have  full  con- 
fidence that  if  Democrats  regain  control,  more  would  come  into  the 
Democrats.  Huge  amounts  of  money  going  into  the  White  House. 

Right  now,  and  I  know,  Mr.  Chairman,  you  have  spoken  about 
this  issue  on  the  floor  of  the  House,  they  are  lying  through  their 
teeth,  they  are  injecting  of  all  things  the  abortion  issue,  a  non- 
issue,  into  this  debate,  sending  out  literature  all  over  America. 
They're  running  dishonest  radio  ads,  full  page  newspaper  ads.  I 
don't  know  if  they're  on  TV.  Are  they  on  TV  yet?  Not  yet.  We  can 
expect  that  tomorrow. 

But  they  are  having  seniors  calling  up  our  offices  not  under- 
standing what  the  issue  is,  spending  millions  and  millions  of  dol- 
lars. And  the  issue  is,  can  we  safely  import  prescription  drugs  from 
Canada  and  from  other  countries.  And  the  answer  obviously  is  yes. 
Nobody,  not  Mr.  Emanuel,  not  Mr.  Gutknecht,  not  Mr.  Burton,  not 
myself,  not  any  other  person  who  is  fighting  for  reimportation 
wants  unsafe  product  coming  into  this  country.  And  our  principle, 
the  point  that  we  are  making,  is  the  product  that  would  come  into 
this  country  is  FDA  safety  approved.  It  is  safe. 

And  Mr.  Gutknecht  has  made  the  point  a  dozen  times  over  that 
we  are  importing  all  kinds  of  food  products  from  every  country  in 
the  world.  God  knows  what  is  in  those  products.  No  problem.  But 
FDA  safety  approved  medicine  coming  from  Canada  and  other 
countries,  oh,  my  goodness,  we  can't  do  it. 

So  this  is  the  issue,  this  is  it.  The  most  powerful,  wealthiest 
lobby  in  the  history  of  this  country  is  trying  to  keep  prices  sky  high 
and  an  interesting  coalition  of  Members  of  Congress  is  standing  to- 
gether to  say,  we've  had  it,  no  more,  we  are  going  to  lower  prices 
in  this  country. 

Last  point  that  I  want  to  make  is  that  I  believe  that  we  must 
have  a  strong  prescription  drug  benefit  under  Medicare.  I  do  be- 
lieve that.  But  I  think  we  can  have  a  much  better  program  than 
the  one  that  I  and  all  of  us  voted  against  for  substantially  lower 
prices  if  we  have  cost  containment  in  it.  And  an  important  element 
of  cost  containment  is  reimportation. 

So  that's  my  view,  and  I  know  our  panelists  want  to  get  going, 
and  I'm  delighted  to  hear  them. 

Mr.  Burton.  Tell  us  what  you  really  think,  Bernie.  [Laughter.] 

Would  the  two  witnesses  please  rise?  We  swear  in  all  of  our  wit- 
nesses. Raise  your  right  hands. 

[Witnesses  sworn.] 

Mr.  Burton.  Who  wants  to  go  first?  Mr.  Emanuel. 

STATEMENTS  OF  HON.  RAHM  EMANUEL,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS;  AND  HON.  GIL 
GUTKNECHT,  A  REPRESENTATIVE  IN  CONGRESS  FROM  THE 
STATE  OF  MINNESOTA 

Mr.  Emanuel.  Mr.  Chairman  and  members  of  the  subcommittee, 
I  want  to  thank  you  for  calling  this  hearing  on  such  a  crucial  issue 
for  our  elderly,  our  American  families  and  our  taxpayers.  And 
thank  you  for  inviting  me  to  testify. 
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There's  a  couple  things  I  want  to  say,  and  I  want  to  make  sure 
I'm  short  and  quick  so  my  friend  and  colleague  can  also  get  to  his 
testimony  then  we  can  answer  some  questions.  And  you've  touched 
on  this.  One,  we're  talking  about  competition.  If  you  open  up  the 
markets  and  allow  people  to  purchase  their  medicines  from  either 
Canada,  England,  Ireland,  that  competition  will  bring  prices  down 
and  make  them  more  affordable  here. 

We  are,  our  families  and  our  elderly  and  our  Government  and 
our  private  sector  businesses,  are  now  paying  the  most  expensive 
prices  for  the  same  name  brand  products  that  people  in  Canada 
and  Germany  and  France  and  England  are  paying  at  30  to  40  to 
50  percent  cheaper.  And  we  are,  the  American  taxpayer,  the  Amer- 
ican consumer,  is  subsidizing  other  families  in  industrialized  coun- 
tries. That  competition  would  bring  prices  down.  And  through  that 
competition  we  would  finally  get  affordable  medications  for  seniors, 
so  none  of  us,  regardless  of  our  political  philosophy  or  ideology  or 
party  would  have  to  hear  another  story  of  a  member  or  family 
member  skipping  a  month  so  another  member  of  the  family  can 
take  their  medications,  or  cutting  their  medications  in  half.  Com- 
petition is  the  way  to  go.  And  if  you  brought  that  competition,  you 
would  bring  prices  down  and  make  them  more  affordable  for  all 
elements  of  our  society. 

Second,  we  are  about  to  embark,  whatever  may  come  out  of  con- 
ference, on  the  largest  expansion  in  40  years  of  Medicare  and  enti- 
tlement; $400  billion  the  taxpayers  are  being  asked  to  pay.  My 
view  is,  if  you're  about  to  go  ask  the  taxpayers  to  foot  the  bill  for 
$400  billion,  some  people  believe  it's  ultimately  going  to  reach  high- 
er, you'd  want  to  make  sure  that  the  taxpayers'  dollars  were  get- 
ting the  best  bang  for  the  buck.  I  think  we  should  show  the  respect 
to  the  taxpayers  that  we  are  going  use  their  money  and  we  are 
going  to  use  it  wisely. 

So  both  on  the  two  principles,  one  through  the  notion  of  competi- 
tion, we  would  reduce  prices  because  to  date,  this  market  is  a 
closed  market.  You  open  up  the  pharmaceutical  market  here  in  the 
United  States,  prices  would  drop  dramatically  because  of  real  com- 
petition from  Canada  and  England  and  other  European  Union 
countries. 

Two,  taxpayers  should  not  be  asked  to  subsidize  for  the  highest 
price.  Nobody  in  the  private  sector,  a  board,  would  ever  approve 
when  you're  making  a  $400  billion  investment  or  purchasing  a 
company,  merging  a  company,  acquiring,  building  a  new  plant,  say- 
ing, buy  the  highest  priced  product  you  can.  They  say,  buy  the  best 
product  you  can  at  the  most  reasonable  price.  No  board  would  ap- 
prove it.  And  as  the  board  here  representing  our  shareholders 
known  as  the  taxpayers,  we  should  make  sure  that  if  we're  going 
to  spend  $400  billion  of  their  money  we're  getting  the  best  price  for 
that  money.  This  would  be  the  largest  fleecing  of  America  in  public 
naked  eye  if  we  were  to  expand  Medicare  and  not  get  the  best  price 
for  the  taxpayers'  dollars. 

Two,  there  are  two  myths  I  want  to  dispel  quickly.  One  is  on  the 
safety  issue.  Today  we  import  products  from  all  over,  whether  they 
are  auto,  software,  food  products,  all  types  of  products,  TVs,  film. 
You  can  make  this  medication  safe.  It's  done  today.  There's  a  mil- 
lion people,  you  cited  in  your  opening  remark,  who  buy  over  about 
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$1  billion  worth  of  products  from  Canada  in  the  pharmaceutical 
area.  Not  one  person  is  sick.  Yet  we've  all  heard  stories  of  some- 
body from  imported  strawberries  getting  sick.  Nobody's  ever  gotten 
sick  from  going  over  the  border  to  buy  medications  in  Canada.  No- 
body. It's  a  myth. 

And  some  people  say,  well,  Secretary  Shalala  said,  in  fact,  I've 
talked  to  Secretary  Shalala.  She  said  if  you  funded  the  FDA  appro- 
priately, you  can  actually  do  this.  They  have  lied  what  Donna 
Shalala  said.  And  if  somebody  tells  you  it's  not  about  money,  well, 
to  quote  a  famous  Senator,  it's  about  money.  And  that's  what  this 
is  about.  It's  about  money. 

And  second,  the  mythology  is  that  somehow  that  if  we  did  this 
we  are  going  to  ruin  the  ability  of  pharmaceutical  companies  to  in- 
vest into  R&D  and  new  medications.  I  think  the  taxpayers  have 
been  unbelievably  generous  to  the  pharmaceutical  industry.  They 
have  funded,  through  the  tax  credit  R&D  research  and  develop- 
ment of  the  pharmaceutical  companies.  That  is  a  taxpayer  subsidy, 
the  R&D  tax  credit.  And  the  taxpayers  have  paid  for  that  R&D. 

Second,  the  taxpayers  have  funded  the  NIH,  National  Institutes 
of  Health,  to  the  tune  of  $27  billion.  You  and  I  have  talked  about 
this  personally.  There's  not  a  single  cancer  medication  on  the  mar- 
ket today  that  hasn't  been  developed  through  taxpayer  funded  re- 
search. Yet  we  pay  the  highest  prices  in  the  world  for  that  medica- 
tion, and  people  in  Germany,  France,  England,  our  competitors  in 
the  Netherlands  and  Canada,  get  it  at  a  50  percent  reduction. 

So  in  my  own  view,  the  taxpayers  been  unbelievably  generous  to 
the  pharmaceutical  industry  for  the  research  and  development  and 
medications  that  will  continue  to  come  to  market  because  of  their 
generosity. 

I  want  to  end  quickly.  I  think  I  have  2  seconds  left,  Mr.  Chair- 
man. 

[The  prepared  statement  of  Hon.  Rahm  Emanuel  follows:] 
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Congressman  Rahm  Emanuel  (IL-05) 

Testimony  before  the  Subcommittee  on  Wellness  and  Human  Rights 
Committee  on  Government  Reform 
July  17,  2003 

Mr.  Chairman  and  members  of  the  Subcommittee,  thank  you  for  calling  this  hearing  on 
such  a  crucial  issue  for  American  consumers,  and  thank  you  for  inviting  me  to  testify. 

On  June  26,  the  House  and  Senate  passed  bills  that  would  create  the  largest  expansion  of 
Medicare  in  40  years.  Any  version  of  this  bill  that  comes  out  of  conference  will  require 
the  federal  government  to  take  on  significant  liability  for  seniors'  prescription  drug 
expenditures.  We  are  pledging  at  least  $400  billion  of  taxpayers'  money  -  and  we  do  not 
take  one  significant  step  in  this  bill  to  ensure  that  we  are  making  a  cost  efficient 
investment  by  addressing  the  cost  of  prescription  drugs. 

Can  you  imagine  if  a  private  company  ever  decided  to  make  such  a  significant 
investment,  without  every  board  member  and  stockholder  insisting  that  the  company  got 
the  best  bang  for  its  buck?  At  a  time  when  we  are  facing  record  budget  deficits,  the 
federal  government  has  a  critical  responsibility  to  make  responsible  financial  decisions. 
Passing  a  $400  billion  drug  benefit  without  including  cost  containment  provisions  is  not  a 
responsible  financial  decision. 

The  prescription  drugs  we  purchase  in  the  United  States  cost  30  to  300  percent  more  than 
the  exact  same  drugs  purchased  in  other  industrialized  countries.  This  is  the  result  of  a 
captive  market  which  forces  American  consumers,  and  American  seniors  in  particular,  to 
subsidize  the  drug  costs  for  the  entire  world.  Without  competition  from  other  drug 
markets,  pharmaceutical  companies  have  no  incentive  to  make  drugs  affordable,  and  our 
most  vulnerable  citizens  -  the  elderly,  the  chronically  ill,  and  the  uninsured  -  suffer. 

H.R.  2427,  the  Pharmaceutical  Market  Access  Act,  would  promote  competition  and  drive 
down  prices  for  consumers,  insurers,  and  businesses.  It  is  a  common  sense  approach  to  a 
problem  that  is  devastating  for  seniors  in  particular.  Consumers  in  this  nation  depend  on 
competition  to  get  affordable  cars,  food,  software  -  but  for  prescription  drugs,  which 
many  people  depend  on  to  survive  -  competition  and  therefore  affordable  prices  do  not 
exist. 

The  pharmaceutical  companies  who  oppose  this  bill  are  publicizing  supposed  "safety 
concerns"  around  imported  drugs.  We  have  taken  great  pains  to  ensure  that  the  safety 
provisions  in  this  bill  effectively  protect  Americans.  Perhaps  there  are  no  "safety 
precautions"  that  could  be  in  this  bill  that  would  satisfy  the  pharmaceutical  industry? 
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H.R.  2427  includes  comprehensive  precautions  that  would  ensure  the  safety  of  drugs 
brought  into  this  country.  In  addition,  it  would  bring  order  to  a  system  which  right  now 
is  susceptible  to  potential  abuse,  Right  now,  the  FDA  is  turning  a  blind  eye  to  people 
buying  drugs  from  overseas,  effectively  turning  our  elderly  citizens  into  drug  runners. 
We  have  heard  stories  about  illegitimate  pharmacy  websites  selling  drugs  to  people  who 
are  so  desperate  for  affordable  drugs  that  they  feel  there  is  no  other  choice.  With  this  bill, 
we  insert  important  safety  criteria  into  the  process  of  buying  drugs  from  abroad,  and 
make  a  process  which  already  exists  much  safer. 

In  addition,  beyond  the  safe  drugs  that  we  will  bring  into  this  country,  we  will  bring 
lower  prices  into  this  country.  Right  now,  the  fact  that  30  percent  of  seniors  do  not  fill 
prescriptions  because  of  cost  is  the  real  safely  concern.  An  unaffordable  drug  is  neither 
safe  nor  effective. 

The  seniors  whom  I  meet  in  my  district,  at  Northpark  Village  Senior  Center,  and  the 
Merrimack  Park  Seniors  Club,  and  the  Brickyard  Seniors  Club  are  begging  for  lower 
drug  prices.  Passing  H.R.  2427,  a  bill  that  would  cost  taxpayers  nothing,  could  do  more 
to  help  the  seniors  in  my  district  than  the  passage  of  a  $400  million  Medicare  drug 
benefit. 

I  want  the  pharmaceutical  companies  to  succeed.  And  I  want  them  to  make  sufficient 
profit  to  continue  funding  the  research  and  development  that  saves  lives  every  day.  But 
we  cannot  prioritize  the  profits  of  the  pharmaceutical  companies  over  the  ability  of 
Americans  to  afford  the  lifesaving  drugs  they  produce. 

Not  only  do  American  taxpayers  subsidize  pharmaceutical  research  by  paying  premium 
prices  for  prescription  drugs,  but  they  subsidize  drug  companies  through  taxpayer 
investment  in  research  and  development.  The  lifesaving  cancer  drugs  Tamoxifen  and 
Taxol  were  developed  in  large  part  by  NTH,  with  taxpayer  dollars.  The  companies  that 
marketed  these  drugs  receive  windfall  profits  from  their  sale.  And  the  only  reward  for 
American  taxpayers  is  that  many  cancer  patients  cannot  access  these  drugs  because  they 
are  prohibitively  expensive. 

Mr.  Chairman,  this  debate  has  brought  together  a  bipartisan  coalition  of  Members  with 
vastly  different  beliefs.  It  is  representative  of  how  essential  this  issue  is  to  our 
constituents  and  to  this  whole  country  that  Members  who  disagree  on  other  issues  are 
standing  together  on  this  one,  around  a  common  set  of  values.  These  Members  have 
come  together  because  the  situation  as  it  exists  right  now  is  wrong,  it  is  unfair,  and  it  is 
unsustainable  for  American  consumers  and  for  the  federal  government. 
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Mr.  Burton.  It's  my  understanding  that  we're  going  to  have  six 
votes.  But  we've  got  15  minuets,  so  we'll  hear  from  you,  Mr.  Gut- 
knecht.  If  the  chairman  has  a  comment,  then  we'll  go  to  him,  then 
we'll  go  down  and  vote  and  take  a  break. 

Mr.  Gutknecht. 

Mr.  Gutknecht.  Thank  you,  Mr.  Chairman.  And  I  again  want 
to  thank  you  for  having  these  hearings.  As  you  indicated  in  your 
opening  statement,  we're  about  to  embark  on  a  new  journey  in  un- 
charted waters  in  terms  of  how  much  we  ultimately  will  have  to 
spend  for  this  new  prescription  drug  benefit  under  Medicare.  I 
think  we're  all  sympathetic,  we're  all  empathetic  to  seniors  who 
can't  afford  the  prescription  drugs  that  they  need. 

But  it  is  a  much  more  complicated  issue  than  just  trying  to  pro- 
vide coverage.  There's  an  editorial  in  today's  Wall  Street  Journal, 
and  I  apologize  for  not  bringing  it,  that  says  that  we  have  an  un- 
funded liability  for  Medicare  going  forward  of  $35  trillion.  Now, 
that's  before  we  start  talking  about  a  new  prescription  drug  bene- 
fit. We  have  serious  problems. 

And  here  is  a  scientific  fact  about  Government.  Government  will 
be  paid  for.  It  will  either  be  paid  for  now  by  current  taxpayers  or 
it  will  be  paid  for  in  the  future  by  our  children  with  interest.  So 
we  have  a  solemn  responsibility  not  only  to  shareholders  or  tax- 
payers today,  but  to  future  taxpayers,  to  make  certain  that  we 
make  good  decisions. 

Now,  one  of  the  arguments  that  the  advocates  of  the  legislation 
that's  before  us  right  now  is  that  we  will  be  able  to  negotiate  sig- 
nificant discounts  on  the  price  of  the  drugs,  simply  by  having  these 
buying  units  and  the  idea  that  there  will  be  at  least  one  of  these 
around  the  country.  But  I  want  to  submit  for  the  record,  and  these 
are  not  my  numbers,  and  I  only  have  one  staffer  who's  been  collect- 
ing information  and  research.  But  I  want  to  submit  for  the  record 
a  study  that  was  done  by  the  Office  of  Personnel  Management  at 
the  request  of  Congressman  Ernie  Istook  from  Oklahoma  in  his 
subcommittee,  in  terms  of  what  we're  paying  right  now,  in  terms 
of  the  Federal  Employees  Health  Benefits  plan.  And  these  would 
be  similar  to  the  Federal  Employees  Health  Benefits  plans. 

But  I  just  want  to  share  with  you  what  they're  paying  for  some 
of  these  drugs.  Coumadin,  for  example,  100  tablets,  5  milligrams, 
the  regular  U.S.  price  is  somewhere  between  $65  and  $89.  Blue 
Cross  Blue  Shield  is  getting  a  deal.  They're  buying  the  drug  for 
$55.31.  The  Mail  Handlers  Plan  is  buying  the  drug  for  $72.24.  The 
HMO  plan  is  buying  it  for  $69.58.  But  you  can  buy  that  drug  in 
Europe  for  $15.80  and  you  can  buy  it  in  Canada  for  $24.90. 

Glucophage,  a  very  important  drug  for  borderline  diabetics,  the 
story  is  exactly  the  same,  100  tablets,  85  milligrams,  the  Blue 
Cross  Blue  Shield  plan  is  getting  a  discount.  They're  buying  it  for 
$90.14.  The  Mail  Handlers  are  buying  it  for  $118.68.  The  HMO 
plan  is  getting  a  deal.  But  the  Europeans  are  buying  that  same 
drug  in  the  same  quantity  for  $22,  and  the  Canadians  can  buy  it 
off  the  shelf  for  $26.47. 

And  that  story  repeats  itself.  And  I'd  like  to  submit  this  for  the 
record.  Again,  these  are  not  my  numbers.  These  are  numbers  that 
were  compiled  by  the  Office  of  Personnel  Management.  So  I  think 
to  dovetail  with  what  Representative  Emanuel  is  saying,  before  we 
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embark  on  this  journey,  we  ought  to  at  least  have  some  idea  where 
we're  going  to  wind  up. 

I  would  also  call  your  attention  to  some  testimony  last  week  be- 
fore the  House  Budget  Committee  of  Dara  Corrigan.  Now,  Dara 
Corrigan  is  an  inspector  general  with  the  Department  of  Health 
and  Human  Services.  This  is  her  numbers,  not  mine.  She  said  that 
last  year,  in  the  last  year  she  had  numbers  for,  Medicare  bought 
about  $8.4  billion  worth  of  drugs.  We  do  pay  for  drugs  if  they're 
administered  in  hospitals  and  occasionally  if  they're  administered 
in  the  doctor's  offices.  By  her  calculation,  the  Department  of  Health 
and  Human  Services,  Medicare,  paid  $1.9  billion  too  much  for  those 
drugs,  relative  to  what  the  VA  pays  for  exactly  the  same  drugs. 

It  seems  to  me  that  we  need  to  do  a  lot  more  research  in  terms 
of  what  we  pay  for  these  drugs  if  we're  to  embark  on  a  $400  billion 
or  $800  billion  or  $1.8  trillion  entitlement  program  over  the  next 
10  years.  Because  I  happen  to  believe  that  the  cost  of  this  entitle- 
ment is  going  to  be  significantly  more  than  $400  billion. 

Finally,  in  the  limited  time  that  I  have,  I  do  want  to  deal  with 
an  issue,  and  Representative  Sanders  raised  it.  That  is,  commin- 
gling the  issue  of  abortion.  You  know,  President  Reagan  said  it 
very  well.  He  said,  if  you  say  something  that's  not  true  but  you 
don't  know  it's  not  true,  well,  that's  a  mistake.  But  if  you  say  some- 
thing that's  not  true  and  you  know  it's  not  true,  that's  a  lie.  And 
if  anyone  should  know  what  the  rules  are  relative  to  the  abortion 
pill  RU486,  it  ought  to  be  the  people  who  make  it.  And  they  have 
been  distributing  information,  I  believe  they've  mailed  to  your  dis- 
trict, they've  mailed  to  a  number  of  districts,  the  implication  that 
somehow  if  we  pass  H.R.  2427,  that  it's  going  to  flood  the  market 
with  these  abortion  pills. 

They  know  better  than  anyone  else  that  you  cannot  get  RU486 
in  the  United  States  with  a  prescription.  It  is  available  only 
through  a  doctor's  office,  administered  by  the  doctor  and  a  3-day 
visit.  They  know  the  rules.  So  the  idea  that  somehow  our  bill  has 
any  impact  on  that  is  just  ludicrous.  And  that's  the  correct  term. 

But  more  important  than  that,  when  people  will  lie  to  you  about 
one  thing,  you  can  assume  something:  they  will  lie  to  you  about 
something  else.  And  you  know,  up  to  this  point,  I  have  been  rel- 
atively easy  on  some  of  the  people  in  the  pharmaceutical  industry. 
But  when  people  tell  bald  faced  lies,  when  they  mail,  when  they 
run  ads  which  they  know  are  incorrect,  then  it's  time  for  this  sub- 
committee, this  Congress,  people  who  occupy  positions  like  ours,  to 
say  enough  is  enough.  I  would  hope  that  this  subcommittee  is  given 
the  authority  not  only  to  have  hearings  here  in  the  city  of  Wash- 
ington, DC,  but  around  the  country.  What  this  issue  needs  more 
than  anything  else  is  sunshine.  It  is  the  absolute  best  antiseptic. 

Now,  some  of  my  research  may  be  wrong.  But  if  it's  wrong,  we've 
done  it  in  good  faith.  And  up  to  this  point,  it's  been  me  and  a  hand- 
ful of  other  people  going  to  the  floor  of  the  House  with  our  charts 
and  with  our  information.  But  it  is  time  for  us  to  take  this  informa- 
tion around  the  country,  so  that  all  Americans  can  understand  that 
the  world's  best  customers  pay  the  world's  highest  prices  and  we 
will  not  stop  until  we  see  fairness  for  American  consumers. 

I  yield  back  the  balance  of  my  time. 

[The  prepared  statement  of  Hon.  Gil  Gutknecht  follows:] 
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STATEMENT  OF  CONGRESSMAN  GIL  GUTKNECHT 
HOUSE  COMMITTEE  ON  GOVERNMENT  REFORM 
SUBCOMMITTEE  ON  HUMAN  RIGHTS  AND  WELLNESS 

HEARING  OF  July  17,  2003 

PANEL  ONE 


Mr.  Chairman,  members  of  the  Committee,  thank  you  for  offering  your  colleague  the 
opportunity  to  testify.  Although  I  have  been  working  on  the  issue  of  opening  American 
pharmaceutical  markets  for  over  four  years,  this  is  the  first  time  I  have  been  invited  to 
testify  on  the  issue. 

The  United  States  of  America  has  a  captive  pharmaceutical  market.  American 
consumers,  American  retailers-pharmacists-  and  American  wholesalers  have  not  been 
permitted  to  access  pharmaceutical  markets  abroad.  No  other  product  distributed  in  the 
United  States  is  subject  to  such  a  blanket  import  ban.  As  we  know,  closed  markets  keep 
prices  artificially  high  and  cause  great  price  disparities  with  other  markets.  The  captive 
American  pharmaceutical  market  has  logically  resulted  in  outrageously  high 
pharmaceutical  prices  as  compared  to  the  rest  of  the  world. 

To  rectify  these  intolerable  and  unjust  circumstances,  I  have  offered  H.R.  2427, 
The  Pharmaceutical  Market  Access  Act.  Allow  me  to  provide  a  brief  summary  of  the 
bill: 

Under  the  Pharmaceutical  Market  Access  Act,  the  FDA  must  design  and  implement  a 
system  to  grant  individuals,  pharmacists  and  wholesalers  in  America  access  to  FDA- 
approved  drugs  from  FDA-approved  facilities  in  industrialized  nations  abroad. 

Those  countries  are  limited  to:  the  European  Union,  Australia,  Canada,  Iceland,  Israel, 
Japan,  Lichtenstein,  New  Zealand,  Norway,  Switzerland,  and  South  Africa.  Note: 
Mexico  is  NOT  included. 

The  Pharmaceutical  Market  Access  Act  strengthens  America's  commitment  to 
maintaining  the  safest  pharmaceutical  drug  market  in  the  world.  This  bill  requires  all 
prescription  drugs  produced  at  home  and  abroad  to  use  counterfeit-resistant  packaging, 
similar  to  the  technology  used  by  the  U.S.  Department  of  the  Treasury.  If  the  technology 
is  good  enough  to  secure  U.S.  currency,  it's  good  enough  to  secure  our  pharmaceutical 
chain-of-custody. 

The  Pharmaceutical  Market  Access  Act  contains  language  written  by  the  legal  team  at 
FDA  that  requires  wholesalers  to  test  each  pharmaceutical  shipment,  unless  the 
packaging  uses  counterfeit-resistant  technology.  The  FDA's  strict  language  was  written 
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to  provide  for  the  safety  of  imported  pharmaceuticals  from  anywhere  in  the  world. 

The  Pharmaceutical  Market  Access  Act  strictly  prohibits  anyone  from  importing 
pharmaceutical  narcotics,  such  as  OxyContin. 

The  Pharmaceutical  Market  Access  Act  requires  the  FDA  to  implement  this  program 
within  180  days  of  enactment.  This  frees  Americans  from  an  environment  where  patients 
forgo  pharmaceutical  treatments,  at  risk  to  their  own  health,  because  their  prescriptions 
are  too  expensive. 

The  Pharmaceutical  Market  Access  Act  recognizes  that  unaffordable  prescription  drugs 
do  nothing  to  improve  the  health  of  American  consumers.  That  is  an  unsafe  situation. 
The  bill  amends  Section  804  of  the  Federal  Food  Drug  and  Cosmetic  Act  (21  U.S.C.  381) 
by  striking  language  which  requires  the  Secretary  of  Health  and  Human  Services  to 
certify  that  imported  drugs  pose  "no  additional  risk"  to  Americans  under  a  market  access 
regime.  By  contrast,  the  Secretaries  of  HHS  and  USDA  are  not  required  to  certify  "no 
additional  risk"  for  fruits  and  meats — food  borne  pathogens  claim  thousands  of  lives  each 
year  in  the  United  States.  HHS  and  the  USDA  have  never  suggested  banning  the 
importation  of  food.  The  Pharmaceutical  Market  Access  Act  removes  this  weak 
language  from  pharmaceutical  legislation  and  relies  on  technology  and  more  aggressive 
safety  testing  to  provide  real  protections  for  Americans. 

The  American  people,  Mr.  Chairman,  understand  the  injustice  of  our  captive 
pharmaceutical  markets.  Small  businesses  have  difficulty  hiring  new  employees  because 
they  can't  afford  to  provide  health  insurance.  Seniors  are  forced  to  cut  pills  in  half  or  skip 
meals.  Moms  and  dads  struggle  to  meet  the  basic  health  care  needs  of  their  children. 
Prescription  drug  prices  increase  4-5  times  the  rate  of  inflation. 

The  Administration  and  Congressional  leadership,  in  an  attempt  to  address  some  of  these 
concerns,  is  proposing  a  prescription  drug  benefit  under  Medicare.  Later  this  week,  the 
House  will  bring  the  Prescription  Drug  and  Medicare  Modernization  Act  of  2003  to  the 
floor.  Unfortunately,  this  legislation  does  little  to  address  the  driver  of  rising  health  care 
costs:  outrageous  prescription  drug  prices. 

I  hope  I'm  wrong,  but  I  am  afraid  the  proposed  benefit  may  only  make  a  bad  situation 
worse.  With  40  million  Baby  Boomers  set  to  retire  in  the  next  20  years,  a  benefit  that 
fails  to  address  the  price  side  will  result  in  staggering  deficits  or  dramatic  tax  increases  - 
or  both.  If  tax  cuts  are  supposed  to  stimulate  the  economy  today,  what  will  be  the  effect 
of  massive  tax  increases  in  coming  years? 

We  must  at  least  pass  an  amendment  similar  to  my  Pharmaceutical  Market  Access  Act. 
Colleagues  from  across  the  political  spectrum  have  co-sponsored  this  common  sense 
measure  allowing  American  consumers  to  import  FDA-approved  prescription  drugs  from 
FDA-approved  facilities  in  25  industrialized  countries. 

No  one  disputes  that  Americans  pay  30  to  300-percent  more  for  the  same  prescription 
drugs  as  our  counterparts  around  the  world.  I  have  no  problem  helping  our  friends  in  sub- 


15 


Saharan  Africa,  but  I  do  have  a  problem  with  American  consumers  subsidizing  the 
starving  Swiss. 

On  a  recent  trip  to  Germany,  I  purchased  10  of  the  most  commonly  prescribed  drugs  from 
the  airport  pharmacy  in  Munich.  The  total  cost  of  these  ten  prescription  drugs  in  Munich 
was  $373.30.  Those  same  drugs  cost  a  whopping  $1,039.65  in  the  United  States. 

These  price  disparities  are  not  isolated  to  a  few  drugs.  My  86-year  old  father  takes 
Coumadin,  a  commonly  prescribed  blood  thinner.  A  30-day  supply  of  Coumadin  costs 
$89.95  in  the  United  States,  but  only  $21.00  in  Germany.  Tamoxifen,  a  miracle  breast 
cancer  drug  that  was  developed  almost  entirely  with  American  taxpayer  dollars,  costs 
$360.00  in  the  United  States,  but  only  $60.00  in  Germany.  This,  unfortunately,  is  the 
rule,  not  the  exception. 

According  to  the  Congressional  Budget  Office,  seniors  alone  will  spend  $1.8  trillion  on 
prescription  drugs  over  the  next  ten  years.  Proponents  of  the  prescription  drug  benefit 
claim  the  cost  will  not  exceed  the  $400  billion  set  aside.  Does  anyone  believe  we  will 
solve  a  $1.8  trillion  problem  with  a  $400  billion  solution? 

The  history  of  federal  entitlements  teaches  that  costs  will  escalate.  For  that  matter, 
considering  it  is  an  entitlement  and  has  no  fixed  budget,  does  anyone  believe  it  will  cost 
less  than  $1.8  trillion?  In  fact,  according  to  Texas  A&M's  Social  Security  and  Medicare 
Trustees/Private  Enterprise  Research  Center,  the  new  drug  benefit  will  cost  a  whopping 
$7.5  trillion. 

What's  worse,  included  in  the  entitlement  are  the  wealthy.  In  a  time  when  we  are  facing 
record  deficits,  is  it  wise  to  provide  a  prescription  drug  benefit  for  Ross  Perot?  Providing 
a  generous  universal  subsidy  to  retirees  regardless  of  how  wealthy,  is  bad  public  policy. 

We  simply  cannot  afford  to  pass  a  prescription  drug  benefit  without  considering  costs. 
Without  competitive  pressure,  the  giant  pharmaceutical  companies  may  well  shift  savings 
from  any  discounts  given  to  Medicare  onto  the  backs  of  businesses,  the  underinsured  and 
the  uninsured.  One  way  to  keep  costs  in  check  is  to  open  markets. 

Unless  House  leadership  addresses  the  outrageously  high  prices  of  prescription  drugs,  I 
may  have  to  vote  'no'.  This  is  a  matter  of  generational  fairness  for  our  kids  and 
grandkids.  And  it's  a  matter  of  giving  seniors  real  reform  that  provides  affordable 
prescription  drugs  for  all  Americans. 

Large  pharmaceutical  manufacturers  like  GlaxoSmithKline  (Glaxo)  have  long  been 
charging  American  consumers  substantially  more,  in  some  cases  up  to  5  times  as  much, 
for  their  prescription  drugs  sold  in  the  United  States  than  in  Canada  and  other 
industrialized  countries.  American  consumers  are  fed  up.  They  are  finding  importation  to 
be  a  viable  alternative  to  paying  the  outrageous  mark-up  costs. 
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To  close,  allow  me  to  submit  the  statement  of  a  fellow  Mmnesotan.  Kate  Stahl  is  84 
years-old  and  wears  a  name  tag  which  reads,  "Kate  Stahl,  Old  Woman". 

"Eight  years  ago,  in  October  of 1995,  my  husband  Jim  and  I  took  the  first  Minnesota 
Senior  Federation  bus  trip  to  Winnipeg,  Canada.  Jim  was  taking  medications  for  his 
heart  condition  and  CLPD  at  the  time,  and  the  prices  were  quickly  becoming 
unaffordable.  Although  the  prospect  of  a  seven-hour  trip  to  Winnipeg  was  daunting,  we 
found  that  we  could  save  enough  money  on  his  medications  to  pay  for  the  trip  for  both  of 
us,  and  still  have  enough  money  left  over  to  make  it  worthwhile.  It  turns  out  that  we  did 
so  well  with  Jim 's  drug  prices  on  that  trip  that  in  the  spring  of 1996  we  took  the  second 
Minnesota  Senior  Federation  bus  trip  to  Canada. 

In  the  years  that  followed,  a  number  of  Minnesota  Senior  Federation  members 
and  I  realized  that  for  many  seniors,  taking  a  bus  trip  to  Canada  would  be  both 
physically  and  geographically  prohibitive.  So  we  developed  a  program  through  which 
seniors  could  import  prescription  drugs  by  traveling  to  their  doctor 's  office  rather  than 
to  Canada.  In  January  of  this  year  the  Minnesota  Senior  Federation  introduced  its 
Prescription  Drug  Importation  Program,  in  which  participants  have  been  saving  an 
average  of  40  to  60%  on  their  drug  costs. 

Unfortunately,  current  federal  laws  regarding  drug  market  access  are  ambiguous. 
It  is  therefore  conceivable  that  an  American  senior  who  imports  her  medications  from 
Canada,  because  that  is  the  only  way  she  can  afford  them,  could  be  prosecuted  by  the 
federal  government.  Imagine  that! 

I'll  be  making  a  drug-buying  bus  trip  to  Canada  in  a  few  weeks.  It  would  be 
wonderful  to  have  this  old  lady  arrested  and  put  in  jail  for  breaking  the  law.  Just 
imagine,  this  frail  old  lady  forced  to  buy  her  prescription  drugs  in  Canada  because  her 
American  government  found  it  more  profitable  to  legislate  on  behalf  of  the 
pharmaceutical  industry. 

This  is  why  Representative  Gutknecht 's  Pharmaceutical  Market  Access  Act  is  so 
crucial  to  seniors  in  this  country,  and  to  anyone  else  who  struggles  with  the  prices  of 
prescription  drugs.  I  would  urge  all  members  of  Congress  to  support  this  legislation." 

Mr.  Chairman,  Kate  Stahl  is  a  patriot  like  those  who  dumped  tea  in  Boston  harbor, 
exercising  their  rights  as  the  "people".  When  Americans  risk  arrest  by  leaving  their 
country  to  save  30%- 1000%  on  their  pharmaceuticals,  they  are  speaking  to  their 
representatives.  Kate  Stahl  said,  "I  would  like  nothing  more  than  to  be  put  in  jail."  It  is 
time,  Mr.  Chairman,  we  listened. 


17 


Mr.  Burton.  Let  me  just  say,  Congressman  Gutknecht,  that  we 
will  try  to  accommodate  you  in  your  request  to  have  hearings 
around  the  country.  I  hope  you'll  be  a  participant,  along  with  Con- 
gressman Emanuel. 

Mr.  Chairman,  did  you  have  any  comments  you  want  to  make  at 
this  time? 

Mr.  Tom  Davis  of  Virginia.  After  we  go  vote,  I  will  when  we 
come  back. 

Mr.  Burton.  Will  you  be  willing  to  come  back?  I  don't  know  if 
you  can  or  not. 

Mr.  Tom  Davis  of  Virginia.  I  will  try  and  make  that.  I  have  a 
2  o'clock  thing  that  I  can't  move. 

Mr.  Burton.  OK.  We'll  stand  in  recess  at  the  fall  of  the  gavel, 
and  should  be  back  in  half  an  hour. 

[Recess.] 

Mr.  Burton.  The  committee  will  come  to  order. 

Is  Mr.  Emanuel  coming  back,  do  you  know,  Mr.  Gutknecht? 

Mr.  Gutknecht.  Mr.  Chairman,  no,  I  don't  think  he's  going  to 
be  able  to  come  back.  He  had  a  meeting  that  started  at  2.  I'm  not 
sure  he'll  be  back. 

Mr.  Burton.  All  right.  Mr.  Chairman,  did  you  have  a  statement 
you  want  to  make? 

Mr.  Tom  Davis  of  Virginia.  Yes,  thank  you. 

Gil,  thanks  for  being  here.  I've  been  watching  you  and  you've 
been  a  champion  of  this  for  a  long  time.  I  understand  your  wanting 
to  get  to  the  inequities  sometime  between  what  some  Americans 
pay  in  America  and  going  across  the  border,  and  the  fact  that  they 
have  price  controls  in  Canada  that  it  somehow,  or  rather,  we  end 
up  paying  the  full  price.  I  get  concerned  about  research  and  devel- 
opment, I'm  going  to  read  my  prepared  statement. 

Over  the  last  40  years,  the  practice  of  medicine  has  changed  dra- 
matically. Treatment  for  many  diseases  that  used  to  involve  radical 
surgery  now  involves  drug  therapies.  Pharmaceuticals  have  in- 
creased quality  of  life,  they've  extended  life  span.  But  it  costs  a 
great  deal  of  money  to  develop  these  new  drugs  and  bring  them  to 
the  marketplace.  And  these  drugs  can  be  very  expensive  for  con- 
sumers and  beyond  the  reach  of  some. 

We  often  hear  of  seniors  forced  to  choose  between  filling  their 
prescriptions  and  paying  their  rent  or  buying  food.  Society  as  a 
whole  is  not  really  better  off  if  these  miracle  drugs  are  not  afford- 
able for  many  Americans.  But  Congress  and  the  administration  de- 
cided the  best  way  to  provide  affordable  drugs  is  to  add  a  prescrip- 
tion drug  benefit  plan  to  Medicare.  And  both  the  House  and  the 
Senate  have  recently  passed  legislation  to  make  this  happen. 

Now,  we've  heard  comments  today  earlier  from  some  Members 
who  didn't  think  it  went  far  enough  and  others  who  thought  it 
went  too  far.  I'll  just  tell  you,  from  my  perspective,  the  problem 
with  going  too  far  in  this  is  that  we  would  drive  private  plans  out 
of  existence  and  then  the  Federal  Government's  caught  with  every- 
thing. That's  my  great  fear,  which  is  why  some  of  the  more  ambi- 
tious plans  and  the  more  costly  plans  I  think  in  the  long  term  don't 
work. 

Regarding  H.R.  1,  I  am  cognizant  of  the  concerns  that  have  been 
raised  regarding  the  bill.  And  we're  here  today  to  discuss  the  pro- 
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posals  and  the  claims  by  some  that  pharmaceutical  costs  can  be 
controlled  by  legalizing  reimportation  of  drugs  from  certain  devel- 
oped countries,  especially  Canada. 

The  witnesses  on  the  second  panel  stand  ready  to  paint  a  picture 
that  both  the  House  and  Senate  versions  of  a  Medicare  prescription 
drug  benefit  will  cost  a  lot  and  nobody  will  like  them.  The  wit- 
nesses in  the  first  panel  will  likely  present  reimportation  as  a  nec- 
essary component  in  the  struggle  to  rein  in  out  of  control  drug 
costs  and  make  prescription  drug  benefits  more  affordable  to  the 
taxpayer. 

Implementation  of  a  prescription  drug  benefit  has  been  a  conun- 
drum for  Congress  for  many  years.  But  at  long  last  it  seems  we 
may  be  on  the  verge  of  accomplishing  something.  To  those  who  say 
H.R.  1  doesn't  go  far  enough,  again  I  think  we  need  to  be  careful 
before  we  blow  the  doors  off  the  budget  by  simply  providing  the 
type  of  universal  drug  coverage  some  are  pushing  for.  We  know 
that  entitlement  programs  only  go  in  one  direction,  and  that's  ex- 
pansion. If  we  create  a  disastrous  behemoth  from  the  get-go,  politi- 
cal reality  dictates  that  all  we'll  be  able  to  do  is  create  an  even  big- 
ger, more  disastrous  one  in  the  future. 

To  those  who  say  H.R.  1  already  represents  the  disaster,  I  think 
we've  taken  important  steps  to  infuse  the  Medicare  program  with 
necessary  competitive  components,  such  as  requiring  traditional 
Medicare  to  start  bidding  against  private  plans  beginning  in  2010, 
and  employing  the  private  sector  to  provide  benefits.  If  we're  going 
to  really  modernize  Medicare,  we  have  to  build  in  provisions  that 
force  participating  plans  and  Medicare  fee  for  service  itself  to  be- 
come as  efficient  and  innovative  as  possible.  I  hope  that  these  pro- 
visions remain  as  we  move  to  conference. 

But  the  main  topic  of  conversation  today  is  reimportation,  a  con- 
cept vigorously  supported  by  Chairman  Burton  and  Mr.  Gutknecht 
and  those  in  the  first  panel.  In  order  to  maintain  a  supply  of  drugs 
to  treat  or  cure  diseases  that  afflict  the  world,  a  great  deal  of 
money  has  to  be  spent  on  research  and  development.  I  think  that's 
the  conundrum  for  us.  Because  many  Members,  including  myself, 
have  grown  weary  of  our  constituents  paying  a  disproportionate 
share  of  these  costs  for  the  development  of  new  pharmaceuticals. 

Some  advocate  legalizing  reimportation  as  a  way  to  more  equi- 
tably redistribute  and  spread  R&D  costs  across  the  globe.  Others 
see  reimportation  as  the  way  to  end  supposed  price  gouging  on  the 
part  of  the  pharmaceutical  industry,  allowing  seniors  access  to 
more  affordable  drugs.  From  the  articles  I've  read,  the  effects  of  re- 
importation will  ultimately  be  a  slight  decrease  in  cost  for  us  here, 
but  I  think  a  larger  increase  in  costs  for  other  countries,  first  Can- 
ada, later  followed  by  France,  Germany,  and  the  rest  of  the  EU.  I 
think  in  my  judgment,  the  ineffective  results  of  reimportation  and 
ensuing  political  demands  will  lead  us  down  a  path  that  results  in 
price  controls  of  our  own. 

You  simply  can't  take  away  the  economic  incentive  for  manufac- 
turers to  develop  new  drugs  and  still  expect  them  to  come  to  the 
marketplace.  The  result  would  be  that  today's  drugs  you  get  much 
cheaper,  but  tomorrow's  drugs  and  miracle  cures  may  never  be  de- 
veloped. And  that  is  the  issue  of  most  concern. 
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I  heard  Mr.  Emanuel  talk  about  how  this  was  all  being  done  at 
NIH  and  other  places.  But  the  reality  is  getting  these  drugs  to 
market,  they  can  do  some  basic  research  there.  But  the  applied  re- 
search that  takes  these  things  on  can  cost  hundreds  of  millions  and 
billions  of  dollars  to  private  companies,  an  undertaking  that  the 
Government  probably  wouldn't  take  effect.  Yet  yesterday  we  had  a 
bioshield  bill  in  some  areas  recognizing  that  the  market  place  with- 
out appropriate  incentives  from  Government  isn't  going  to  handle 
it. 

Safety  is  a  reason  that's  often  cited  to  oppose  reimportation.  But 
advocates  of  reimportation  point  to  the  fact  that  there's  not  an  in- 
stance of  death  that  can  be  attributed  to  reimported  drugs.  There 
has  been  no  instance  of  a  Tylenol  poisoning  like  episode. 

But  maybe  the  real  episode  is  not  one  of  seniors  falling  over  and 
dying,  but  rather  receiving  ineffective  treatment,  of  seniors  not  get- 
ting a  cheaper  pharmaceutical  but  expensive  sugar.  I  think  there 
was  a  misstatement  earlier  saying  these  were  FDA  approved  drugs 
we  wouldn't  let  into  the  country.  The  problem  is  from  a  foreign  per- 
spective that  they're  not  necessarily  FDA  approved  and  they  are 
open  to  fraud.  We  heard  this  testimony  from  the  FDA  just  a  couple 
weeks  ago. 

In  testimony  before  Energy  and  Commerce  Subcommittee,  Eliza- 
beth Durant,  Director  of  Trade  Programs  at  the  Bureau  of  Customs 
and  Border  Protection  stated  a  significant  number  of  pharma- 
ceuticals shipped  through  the  international  mail  don't  contain  an 
active  pharmaceutical  ingredient,  but  merely  contain  substances 
such  as  starch  or  sugar.  Who  knows  how  many  episodes  similar  to 
the  one  caused  by  Robert  Courtney,  the  Kansas  City  pharmacist 
convicted  of  diluting  cancer  drugs  for  his  unwitting  customers, 
could  occur? 

Another  argument  is  that  food  is  imported  without  the  strictures 
imposed  on  medicines.  But  that's  a  case  of  comparing  apples  and 
oranges.  Tainted  food  comes  into  this  country  and  in  a  small  num- 
ber of  cases  makes  people  sick  and  sometimes  kills  them.  We  don't 
know  of  that  instance  with  reimported  pharmaceuticals,  but  we  do 
know  that  reimporting  drugs  that  are  fake  and  don't  work  is  analo- 
gous to  importing  food  that  still  leaves  people  hungry  when  eaten, 
or  fruit  that  is  unbeknownst  to  consumers  is  made  of  wax. 

It's  curious  that  the  state  of  affairs  has  become  such  that  some 
consider  safety  to  be  a  spurious  argument,  especially  in  our  liti- 
gious society.  If  safety  concerns  are  of  such  little  consequence, 
shouldn't  we  also  reexamine  the  FDA's  performance  standard  of 
safe  and  effective  required  for  drug  approval?  Perhaps  we  should 
replace  it  with  affordable. 

I  don't  know  where  this  mind  set  is  and  where  it  should  extend. 
I  look  forward  to  the  testimony  of  our  witnesses  today  as  we  try 
to  sort  these  issues  out  to  determine  how  we  could  best  continue 
our  attempts  to  give  seniors  access  to  safe  and  affordable  drugs  by 
providing  the  best  value  for  the  taxpayer.  And  maybe  the  answer 
here  is  we  ought  to  focus  on  ways  that  we  can  protect  the  safety 
at  this  point.  But  I  think  the  underlying  legislation  at  this  point 
probably  doesn't  do  that  by  itself.  We've  had  legislation  passed  be- 
fore that's  allowed  the  FDA  to  give  approval  and  they've  been  re- 
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luctant  to  do  that.  Maybe  we  ought  to  focus  on  these  safety  con- 
cerns. 

But  I  still  have  the  market  concerns  of  drying  up  R&D  dollars 
and  the  opposite  concern  that  we  are  by  and  large  financing  the 
rest  of  the  world.  Our  consumers  are  paying  the  lion's  share  com- 
pared to  other  countries  and  they  get  rewarded  for  putting  on  price 
controls.  Thank  you. 

Mr.  Burton.  Thank  you,  Mr.  Chairman. 

Did  you  have  any  questions? 

Mr.  Tom  Davis  of  Virginia.  Well,  Gil,  I  can  just  ask  him  one 
question.  What  does  this  do  to  R&D  over  the  long  term? 

Mr.  GUTKNECHT.  That's  a  good  question.  And  the  drug  companies 
have  not  been  particularly  forthcoming  in  terms  of  how  they  really 
spend  their  money.  But  I  think  we  all  need  to  understand,  and  let 
me  just  back  up,  and  can  I  respond  to  a  couple  of  the  other  things 
you  said? 

First  of  all,  I  do  agree  with  you  that  things  have  changed.  Things 
have  changed  in  the  way  we  buy  and  develop  pharmaceutical  drugs 
dramatically  in  the  last  5  years.  You're  a  little  bit  younger  than  I 
am,  I  think,  but  when  we  grew  up,  in  virtually  every  hospital  in 
the  United  States  of  America,  there  were  at  least  five  iron  lungs 
for  children  who  were  suffering  from  polio.  And  a  doctor  by  the 
name  of  Jonas  Salk  went  to  work,  using  the  March  of  Dimes 
money,  to  develop  a  polio  vaccine. 

Now,  Jonas  Salk  did  not  retire  a  billionaire,  even  though  that 
may  have  been  the  single  most  important  medical  development  in 
our  lifetimes.  It  literally  saved  millions  and  millions  not  only  of 
American  children,  but  people  around  the  world  from  this  terrible, 
terrible  disease.  He  was  asked  one  time  why  he  didn't  patent  the 
polio  vaccine.  And  he  had  a  simple  answer,  he  said,  because  you 
can't  patent  the  sun. 

The  Mayo  brothers,  and  I'm  proud  to  represent  the  Mayo  clinic, 
the  Mayo  brothers  and  their  associates  over  the  years  have  devel- 
oped a  number  of  amazing  breakthrough  medical  technologies,  one 
of  which  was  cortisone.  They  developed  cortisone,  which  ultimately 
would  be  a  multi-multi-billion  dollar  drug.  They  gave  that  to  the 
world. 

Today  we  have  a  world  that  seems  to  have  gone  crazy  with 
greed.  It's  just  crazy  what's  going  on  in  the  drug  business  today. 
And  let  me  just  point  out,  not  only  to  the  benefit  of  the  chairman 
of  the  full  committee,  but  to  everybody,  we  subsidize  the  drug  in- 
dustry in  three  different  ways.  First  of  all,  we  subsidize  them  in 
our  tax  codes.  When  they  talk  about  all  the  money  that  they  spend 
on  research,  you  need  to  understand  that  they  write  off  all  of  that 
research  at  least  through  deducting  it  on  their  Federal  income 
taxes.  And  let  me  just  remind  you,  these  are  the  most  profitable 
companies  listed  on  the  S&P  500,  by  far.  In  fact  there  is  some  in- 
formation that  demonstrates  that  they  may  be  more  profitable  than 
the  rest  of  the  S&P  500  combined. 

But  I  don't  know  whether  that's  true  or  not  and  I  don't  state  it 
as  a  fact.  The  point  is,  these  are  extremely  profitable  companies 
and  they're  able  to  write  off  all  their  research,  first  of  all.  Second, 
they  in  many  cases  are  eligible  for  research  and  development  tax 
credits.  So  through  the  tax  code,  the  taxpayers  pay  a  good  share 
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or  at  least  cover  a  good  share  of  the  cost  of  the  research  that  they 
do. 

The  second  way  we  subsidize  them  is  through  the  NIH,  the  NSF 
and  even  the  Department  of  Defense.  This  year,  and  I'm  proud  to — 
every  Member  of  this  Congress  should  be  proud  of  the  fact  that  we 
will  spend  about  $27  billion  taxpayer  dollars  on  basic  research 
which  will  ultimately  benefit  the  pharmaceutical  industry.  The 
Boston  Globe  did  a  study  several  years  ago,  and  they  found  that 
32  of  the  35  largest  selling  drugs  in  America  were  developed  with 
taxpayers'  money.  Drugs  like  Tamoxifen,  Taxol,  were  taken 
through  phase  2  trials  with  taxpayers'  money.  They  were  licensed 
then  to  the  pharmaceutical  companies  and  the  taxpayers  have  got- 
ten very  little  back  in  return. 

So  the  idea  that  somehow  if  we  go  ahead  and  open  up  markets, 
create  competitive  tension  within  the  marketplace  to  bring  prices 
to  a  reasonable  level  that  they  will  not  spend  money  on  research 
in  my  opinion  is  somewhat  spurious.  And  it  doesn't  square  with  the 
facts. 

Finally,  let  me  say  this  about  research.  Oh,  the  third  way  we 
subsidize  them,  of  course,  is  in  the  prices  that  we  pay.  We  have  the 
example  and  some  people  have  argued,  with  some  of  the  research 
that  people  have  given  us.  But  Members,  you  have  a  copy  of  this. 
We  were  in  Germany  2  months  ago  and  we  bought  10,  and  this  is 
according  to  the  pharmacists  there  in  Munich,  Germany,  we  bought 
10  of  the  most  commonly  prescribed  drugs  in  the  world.  The  total 
for  those  drugs  in  Germany  was  $373.30.  Those  same  10  drugs, 
and  we  checked  here  in  Washington,  DC,  and  I  don't  remember 
which  pharmacy,  I  won't  name  the  name,  but  the  price  was 
$1,039.65. 

Now,  Members,  I'm  doing  this  just  on  my  own  with  one  staffer. 
There  are  committees,  there  are  full  committees,  there  are  sub- 
committees with  lots  of  staff  who  I'm  sure  can  do  better  research 
than  I  can.  The  Department  of  Health  and  Human  Services  has 
400  lawyers.  It  seems  to  me  that  if  I  can  find  out  this  information 
with  one  staffer,  there  are  people  in  this  city  who  can  do  a  better 
job  than  I  can. 

But  you  look  at  the  drug,  for  example,  Tamoxifen.  As  I  said,  it 
was  developed  with  taxpayers'  money.  The  research  was  done 
through  phase  2  trials.  So  the  cost  of  that  drug  to  the  drug  com- 
pany was  very,  very  insignificant.  It  is  an  amazing  drug,  the  most 
effective  drug  we've  come  up  with  in  terms  of  women's  breast  can- 
cer. That  drug  sold  in  Germany,  we  bought  it  for  $59.05  American, 
rounded  off  to  $60.  That  drug,  the  same  drug,  made  in  the  same 
plant  under  the  same  FDA  approval,  sells  for  $60  in  Germany, 
$360  here  in  the  United  States. 

I  don't  know  how  people  who  sit  on  our  sides  of  the  desk  can  ex- 
plain to  our  constituents  why  American  consumers  who  paid  for 
the  development  of  these  drugs  should  have  to  pay  such  huge 
prices. 

Finally,  let  me  say,  this  may  not  be  the  perfect  answer.  I  don't 
know  if  importation  is  the  perfect  answer.  But  I  will  say  this.  The 
status  quo  is  indefensible.  And  I  don't  know  how  Members  can  go 
home  and  explain  to  their  constituents,  not  just  to  the  elderly,  but 
to  any  of  their  constituents,  why  we're  paying  two  and  a  half  times 
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more  for  the  10  most  commonly  prescribed  drugs  than  the  people 
in  Germany. 

And  let  me  just  add  one  other  point  about  the  issue  of  price  con- 
trols. And  here  again,  I  have  one  staffer.  But  we  made  some  calls. 
We  called  the  Canadian  embassy,  and  there's  a  lot  of  misinforma- 
tion about  exactly  how  Canadians  price  their  drugs,  how  German 
drugs  are  priced.  The  idea  that  they  have  this  rigid  price  control 
system  is  not  exactly  true.  And  this  is  where  you  get  back  to  that 
story  I  told  earlier  about  abortion.  When  people  will  mislead  you 
about  one  thing,  I  think  it's  fair  to  assume  they  might  mislead  you 
about  others. 

The  way  it  works,  as  we  understand  it  from  the  Canadian  em- 
bassy in  Canada  is,  essentially  this  is  run  by  the  provinces,  the 
states,  similar  to  the  way  the  States  here  in  the  United  States  run 
our  Medicaid  system.  Except  for  this,  as  we  understand  it,  the  drug 
companies  can  charge  whatever  they  want  for  their  drugs.  They 
will  only  be  reimbursed  at  certain  levels  for  those  drugs. 

And  the  other  argument  that's  made,  well,  if  they  don't  sell  them 
for  this  price,  they're  going  to  expropriate  their  patents.  Well, 
that's  no  longer  true.  They  changed  that  law,  I  believe,  in  1998. 
But  more  importantly,  we  here  in  the  United  States  retain  exactly 
the  same  right.  If  a  drug  company  is  unwilling  to  sell  to  us  at  what 
we  believe  to  be  a  reasonable  price,  we  have  the  power  to  declare 
an  emergency  and  begin  producing  that  drug  ourselves  here  in  the 
United  States. 

And  I  want  to  use  that  comparison  back  with  Medicare  and  Med- 
icaid. We  essentially  do  the  same  thing  with  all  Medicare  proce- 
dures. If  a  doctor  wants  to  charge  $800  for  a  procedure,  Medicare 
only  reimburses  $400.  We  do  something  even  more  stringent  than 
the  Canadians  or  Germans  do.  We  don't  allow  them  to  balance  bill. 
They're  allowed  to  balance  bill.  They  can  charge  what  they  want. 
The  only  thing  is,  they  will  only  be  reimbursed,  for  Coumadin,  for 
example,  in  Germany  at  about  $21  instead  of  $89,  which  the  drug 
companies  would  like. 

Let  me  just  come  to  one  other  point  about  the  research. 
Coumadin  is  such  a  good  example,  because  I've  heard  people  on  the 
floor  say,  well,  we  don't  want  our  people  to  get  rat  poison.  Well, 
Coumadin  is  rat  poison.  It  was  developed  at  the  University  of  Wis- 
consin veterinarian  schools  to  kill  rats.  What  it  does  is  it  causes 
the  blood  to  be,  it  causes  the  blood  to  thin  to  a  point  where  the  rats 
would  eat  enough  of  it,  when  mixed  with  feed,  and  they  would 
bleed  to  death  internally.  Some  doctors  figured  out  that  this  actu- 
ally could  help  certain  people  with  thick  blood  and  heart  condi- 
tions. So  many  people  get  Coumadin  today. 

But  it  was  developed  back  in  the  1940's.  That  drug  should  have 
been  off  patent  years  ago.  And  the  costs  of  developing  a  drug  were 
almost  nil.  It  wasn't  developed  by  a  pharmaceutical  company.  It 
was  developed  by  veterinarians  at  the  University  of  Wisconsin  vet- 
erinarian school.  In  fact,  it  is  now  available  in  some  places  in  a  ge- 
neric, and  it's  called  Warfarin.  The  anachronism  for  Warfarin  is  the 
Wisconsin  Agricultural  Something  Foundation,  Research  Founda- 
tion. That's  where  the  Warfarin  comes  from. 

I'm  like  the  little  boy  who  came  in  and  asked  his  mother  a  ques- 
tion and  his  mother  was  busy,  and  she  said,  go  ask  your  dad.  And 
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the  little  boy  said,  well,  I  didn't  want  to  know  that  much  about  it. 
But  the  more  you  learn  about  this  subject,  the  more  that  the  argu- 
ments that  are  advanced  by  the  pharmaceutical  industry  simply 
don't  hold  water.  I  want  research,  too.  I  want  safe  drugs.  I'm  proud 
of  the  research  we  do.  I'm  proud  of  the  research  we  do  at  Mayo 
Clinic  every  single  day.  I'm  proud  of  the  fact  that  they  have  given 
more  ideas  away  than  the  pharmaceutical  companies  have  probably 
come  up  with  in  the  last  hundred  years. 

But  I  just  want  to  say,  and  finally,  I  will  close  with  this,  some 
people  say,  well,  you  know,  the  bill  that  you're  advancing  isn't  per- 
fect, therefore  we  have  to  do  nothing.  I  don't  think  we  should  let 
the  perfect  become  the  enemy  of  the  good.  I  think  it's  time  for  us 
to  take  some  action.  And  if  we  wait  for  the  FDA  and  the  pharma- 
ceutical industry  to  police  themselves,  it  will  never  happen.  And  I 
can't  explain  that  to  my  constituents,  and  I'm  not  satisfied  to  go 
back  and  tell  them  that  we're  not  doing  everything  we  can  to  get 
them  fair  prices  for  the  drugs  that  they  buy. 

Mr.  Burton.  Mr.  Chairman,  that  was  a  pretty  long  answer  to 
that  question. 

Mr.  Gutknecht.  I'm  sorry.  I  get  a  little  carried  away.  [Laugh- 
ter.] 

Mr.  Tom  Davis  of  Virginia.  My  5  minutes  are  almost  up  after 
that  answer. 

Mr.  Burton.  Do  you  have  any  other  questions? 

Mr.  Tom  Davis  of  Virginia.  But  we  still  don't  know,  the  reality 
is,  you  get  today's  drugs  cheaper.  But  by  reimporting  price  controls 
from  Canada,  which  is  basically  what  we're  doing,  we're  not  sure. 

Mr.  Gutknecht.  Well,  that's  true. 

Mr.  Tom  Davis  of  Virginia.  It's  going  to  have  an  effect. 

Mr.  Gutknecht.  I  think  that's  a  fair  question.  And  I  must  tell 
you,  for  several  years,  I  felt  exactly  that  same  way.  But  I  have  to 
say  this.  There  are  groups,  and  this  is  why  I  think  we  should  have 
more  hearings.  And  I  think  we  ought  to  bring  some  of  these  groups 
in,  and  I  think  we  ought  to  get  some  audits. 

And  I  think  we  ought  to  get  real  numbers.  Because  there's  a 
growing  suspicion,  and  there  are  groups  in  the  United  States,  and 
I  don't  speak  for  them  and  I'd  like  to  have  them  speak  for  them- 
selves, but  there  are  groups  in  the  United  States  who  fervently  be- 
lieve that  the  pharmaceutical  industry  is  now  spending  consider- 
ably more  on  advertising  and  marketing  than  they  are  on  research. 
And  that  is  a  shame.  But  that's  a  decision  they're  making  today. 

I  think  we  ought  to  have  some  hearings,  I  think  we  ought  to 
have  some  GAO  audits.  We  ought  to  get  to  the  bottom  of  that,  be- 
cause we  all  share  the  same  concern  about  making  certain  that 
adequate  money  is  going  into  the  research  pipeline. 

Mr.  Burton.  Anything  else,  Mr.  Chairman? 

Mr.  Tom  Davis  of  Virginia.  I  think  how  a  company  spends  its 
money  is  its  own  business.  The  last  thing  they  want  is  the  Govern- 
ment telling  them  how  to  do  it.  But  I  understand  your  concern. 

Mr.  Gutknecht.  Well,  I  agree  with  that,  too,  Mr.  Chairman.  Peo- 
ple and  businesses  ought  to  be  able  to  spend  their  money  as  they 
see  fit.  There's  one  difference.  This  is  the  only  product  mix  that  we 
know  of  in  the  United  States  where  we  literally  hold  American  con- 
sumers captive.  And  that's  the  reason  ultimately. 
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I  don't  care  what  the  pharmaceutical  companies  do  with  their 
money.  I  don't  care  if  they  pay  their  CEO  a  $200  million  bonus 
each  year.  That's  their  business.  But  when  they  decide,  and  use  the 
laws  of  the  United  States  to  protect  them  from  the  market  forces 
and  the  competition  that  virtually  every  other  product  has  to  deal 
with,  then  it  seems  to  me  we  have  a  responsibility. 

And  finally,  if  we're  going  to  talk  about  a  new  entitlement  that 
could  well  cost  $2  trillion  over  the  next  10  years,  and  I  happen  to 
believe  it  will  if  we  end  up  with  the  language  as  it  is  today  without 
any  kind  of  market  competition,  it  seems  to  me  then  we  have  a 
responsibility  

Mr.  Tom  Davis  of  Virginia.  And  that  money  could  be  more 
under  the  Senate  plan. 

Mr.  Gutknecht.  Exactly. 

Mr.  Tom  Davis  of  Virginia.  It  could  be  even  more. 
Mr.  Gutknecht.  Well,  that  doesn't  make  us  any  happier,  Mr. 
Chairman. 

Mr.  Tom  Davis  of  Virginia.  No.  I  know.  I  understand. 
Mr.  Burton.  Anything  else,  Mr.  Chairman? 
Mr.  Tom  Davis  of  Virginia.  No,  that's  fine. 
Mr.  Burton.  Mr.  Sanders. 

Mr.  Sanders.  I'll  be  veiy  brief,  because  I  think  Mr.  Gutknecht 
covered  the  issue  very  well.  I  think  Chairman  Davis  raised  some 
legitimate  concerns  that  I  think  we  all  share,  research  and  develop- 
ment. But  I  think,  as  Gil  indicated,  if  you  were  to  ask  the  pharma- 
ceutical industry  today  where  they  spend  their  money  on  research 
and  development,  they  will  tell  you  it's  proprietary  and  they  won't 
tell  you. 

So  I  think  what  we  should  be  clear,  Mr.  Chairman,  is  while 
there's  no  doubt,  and  when  we  use  the  term  research  and  develop- 
ment, I  think  ordinary  people  say,  well,  that's  money  going  to  can- 
cer research,  Parkinson's  disease,  diabetes,  illnesses  that  we  defi- 
nitely want  a  cure  for.  Yet  we  don't  know  what  percentage  of  that 
research  and  development  money  is  going  to  what  we  call  me-too 
drugs.  You  know  what  I  mean  by  that.  That  means  there's  a  drug 
on  the  market  that  is  making  money.  A  company  comes  up  with 
another  product  that  is  similar  to  it,  not  new  breakthroughs,  but 
a  similar  product. 

What  we  do  know,  and  Gil  mentioned  this  point,  let  me  just 
quote  from  a  statement  that  Professor  Alan  Sega  of  Boston  Univer- 
sity made  before  this  committee.  In  his  written  testimony  he  said, 
comparing  prescription  drug  marketing  jobs  to  research  and  devel- 
opment, he  said  that  prescription  drug  marketing  jobs  in  the 
United  States  increased  60  percent  from  1995  to  2000  while  the 
number  of  R&D  jobs  remained  relatively  flat  for  the  same  period. 

So  what  we're  seeing  is  a  significant  increase  in  marketing.  Any- 
one who  turns  on  the  television  knows  that  there's  a  huge  increase 
in  terms  of  the  amount  of  advertising  for  drugs  on  television,  and 
yet  there  is  evidence,  as  Gil  seems  to  suggest,  that  not  all  that 
much  money  is  going  into  research  and  development.  And  then 
within  research  and  development,  we  don't  know  to  what  degree 
that  money  is  going  into  breakthrough  drugs  as  opposed  to  me-too 
drugs. 
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In  terms  of  safety,  I  would  simply  reiterate  a  point  that  many 
of  us  have  made.  I  am  not  a  great  fan  of  free  trade  in  general.  I 
should  say  that.  But  it  exists.  When  I  go  to  the  grocery  store,  I  pur- 
chase grapes  that  come  from  Chile,  lettuce  and  tomatoes  and  other 
vegetables  that  come  from  Mexico.  We  get  pork  and  beef  from  Can- 
ada. And  it  is  literally  beyond,  I  think,  comprehension  to  think  that 
it  is  OK  for  those  products  from  farms  in  God  knows  where, 
ranches  in  God  knows  where,  people  using  what  types  of  pesticides 
we  don't  know,  that's  OK.  We  can  deal  with  that.  But  somehow  we 
cannot  effectively  regulate  the  safety  of  a  relatively  small  number 
of  processing  plants,  wholesalers,  warehouses,  where  FDA  safety 
approved  medicine  would  be  coming  into  this  country.  That  is  very 
hard  for  many  of  us  to  comprehend. 

So  I  think  basically  the  safety  issue  is  bogus.  I  think  the  R&D 
issue  is  to  some  degree  bogus.  And  I  think  when  we  talk  about 
safety  the  most  important  point  to  be  made  is  that  everybody  here 
wants  to  make  sure  that  the  product  that  comes  into  this  country 
is  safe.  But  we  should  know  right  now  that  pharmaceuticals  for 
America,  the  current  conditions  make  it  extremely  unsafe  for  mil- 
lions of  people  who  cannot  afford  the  medicine  they  desperately 
need  to  stay  alive  or  to  ease  their  pain.  I  think  we  have  referenced 
a  study  where  one  out  of  five  seniors  is  unable  to  purchase  the 
medicine  they  need.  How  many  of  those  people  are  dying  or  suffer- 
ing, we  don't  know.  That's  a  safety  issue.  That's  a  health  issue. 

So  I  think  we  all  want  to  work  together  to  make  sure  that  when 
reimportation  comes,  the  safety  standards  are  as  high  as  they  hu- 
manly can  be.  We  all  believe  that.  But  I  think  the  time  is  long 
overdue  when  the  American  people  are  forced  to  pay  by  far  the 
highest  prices  in  the  world,  and  I  hope  that  we  can  all  work  to- 
gether to  end  that  outrage. 

Mr.  Burton.  Ms.  Watson,  no  questions? 

Well,  Congressman  Gutknecht,  I  think  you've  acquitted  yourself 
well  before  the  committee  and  we  appreciate  your  being  here.  As 
we  said  at  the  beginning,  you're  welcome  to  join  us  for  the  rest  of 
the  hearing  to  hear  what  our  witnesses  have  to  say.  And  we  appre- 
ciate your  being  here. 

With  that,  let  me  bring  forward  the  next  panel.  With  us  we  have 
Mr.  Edmund  Haislmaier,  from  the  Heritage  Foundation;  Mr.  Jo- 
seph Antos,  from  the  American  Enterprise  Institute;  Mr.  Donald 
Newcomb,  a  Hoosier — where  are  you,  Mr.  Newcomb?  It's  nice  to 
have  somebody  from  God's  country  here,  Indiana.  You're  with  the 
Alliance  for  Retired  Americans.  Ms.  Helen  Darling,  president  of  the 
Washington  Business  Group  on  Health;  and  Ms.  Gail  Shearer,  di- 
rector of  health  policy  analysis  for  the  Consumers  Union.  Would 
you  all  please  come  forward? 

We  appreciate  your  being  so  patient,  waiting  while  we  had  six 
votes  a  while  ago.  Prime  Minister  Blair  is  going  to  be  speaking  on 
the  floor  of  the  U.S.  House  at  4  o'clock,  so  we  probably  won't  be 
interrupted  with  any  more  votes  right  now,  because  they  have  to 
do  a  security  check  on  the  entire  House  of  Representatives. 

Would  you  all  stand  so  I  can  swear  you  in? 

[Witnesses  sworn.] 

Mr.  Burton.  Have  a  seat. 
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I  think  we'll  just  go  in  the  order  that  we  have  you  down  on  my 
list  here.  Mr.  Haislmaier,  Heritage  Foundation,  would  you  like  to 
start?  I  allow  Members  a  little  latitude  when  they  speak,  and  I  do 
people  who  are  on  the  panels  as  well,  but  if  you  could  try  to  keep 
your  remarks  to  5  minutes,  so  we  can  get  on  with  the  questions, 
we'd  really  appreciate  it. 

STATEMENTS  OF  EDMUND  F.  HAISLMAIER,  VISITING  RE- 
SEARCH FELLOW,  CENTER  FOR  HEALTH  POLICY  STUDIES, 
THE  HERITAGE  FOUNDATION;  JOSEPH  R.  ANTOS,  WILSON  H. 
TAYLOR  SCHOLAR  IN  HEALTH  CARE  AND  RETIREMENT  POL- 
ICY; THE  AMERICAN  ENTERPRISE  INSTITUTE,  ACCOM- 
PANIED BY  JAGADEESH  GOKHALE,  VISITING  SCHOLAR;  DON- 
ALD NEWCOMB,  THE  ALLIANCE  FOR  RETIRED  AMERICANS; 
HELEN  DARLING,  PRESIDENT,  WASHINGTON  BUSINESS 
GROUP  ON  HEALTH;  AND  GAIL  SHEARER,  DIRECTOR, 
HEALTH  POLICY  ANALYSIS,  CONSUMERS  UNION 

Mr.  Haislmaier.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee,  for  inviting  me  here  to  testify  today. 

My  name  is  Edmund  Haislmaier.  I  am  a  visiting  research  fellow 
in  the  Center  for  Health  Policy  Studies  of  the  Heritage  Foundation. 
I  was  asked  to  testify  today  on  the  impact  that  H.R.  1  and  S.  1, 
currently  in  conference  committee,  would  have  on  existing  prescrip- 
tion drug  coverage  for  retirees.  You  should  have  a  copy  of  my  pre- 
pared testimony,  which  I've  submitted  for  the  record.  I  will  just 
take  a  few  minutes  to  briefly  summarize  that  and  be  happy  to  an- 
swer your  questions  on  that  or  other  topics  you  may  wish  to  dis- 
cuss, as  you  did  earlier. 

Basically  I  can  say,  as  one  of  probably  a  very  few  number  of  peo- 
ple who  have  actually  read  closely  the  214  pages  of  prescription 
drug  provisions  in  the  Senate  bill  and  the  somewhat  smaller  170 
pages  in  the  House  bill,  I  can  briefly  say  that  this  will,  I  think  have 
a  significant  impact  on  existing  retiree  coverage. 

As  a  little  bit  of  background,  as  I'm  sure  you're  probably  well 
aware,  three-quarters  of  retirees  have  some  sort  of  prescription 
drug  coverage  today.  And  a  quarter  of  them  have  no  prescription 
drug  coverage.  On  the  one  hand  you  have  those  people;  on  the 
other  hand  you  have  people  who  have  very  generous  drug  coverage. 
Those  would  be  the  ones  who  have  Medigap  wraparound  coverage 
because  they  have  low  incomes.  And  significantly,  about  12  million 
retirees  who  have  coverage  through  a  plan  sponsored  by  their 
former  employer. 

In  addition  to  that,  approximately  4.8  million  retirees  have  pur- 
chased one  of  the  three  Medicare  supplemental  or  Medigap  plans 
with  prescription  drug  coverage.  Now,  that  tends  to  be  front  end, 
that  is  front  end  coverage.  Also  there  are  some  other  coverage  that 
people  have  from  VA,  State  assistance  programs,  or  those  who  en- 
roll in  a  Medicare  HMO. 

Let  me  first  focus  on  the  employer  coverage,  because  that  is  what 
has  attracted  a  lot  of  attention.  And  that  is  the  largest  group  of 
those  retirees,  as  I  said,  about  12  million.  The  CBO  has  been  re- 
ported to  say  that  they  estimate  under  the  Senate  bill  that  about 
37  percent  of  those,  or  about  4.4  million  retirees  would  lose  that 
coverage  if  the  Senate  bill  was  put  into  law.  The  similar  estimate 
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that  they  make  reportedly  for  the  House  bill  is  about  32  percent, 
or  about  3.8  million  of  that  12  million. 

In  reading  through  the  bill  closely,  however,  dropping  coverage 
is  not  the  only  option  for  the  employer  who  is  currently  offering 
coverage.  There  are  three  other  options.  One  is  to  simply  ignore  the 
bill  entirely  and  continue  with  what  they're  doing.  A  second  option 
is  to  take  their  existing  plan  and  try  to  make  it  conform  to  the  leg- 
islation and  become  a  qualified  plan.  And  the  third  option  is  to 
drop  their  existing  plan  but  substitute  for  that  wraparound  cov- 
erage as  employers  do  now  with  Part  A  and  Part  B  of  Medicare. 

In  analyzing  the  tradeoffs  for  the  employers  and  the  employees 
under  each  of  those  scenarios,  I  cut  short,  and  this  is  done  in  detail 
in  my  testimony,  I  come  to  the  conclusion  that  sooner  or  later,  the 
vast  majority  of  employers  will  choose  the  third  option,  and  that  is 
to  replace  their  existing  plan  with  some  kind  of  wraparound  cov- 
erage for  their  retirees  that  they've  promised  some  coverage  to.  It 
is  by  far  the  easier  and  cheaper  option  for  the  employer.  And  it  is 
the  one  option  that  is  probably  the  most  attractive  to  the  largest 
number  of  their  retirees. 

In  other  words,  what  the  employer  would  do  is  say,  look,  Con- 
gress has  put  in  this  new  Medicare  drug  benefit,  go  out,  buy  a 
plan.  They  may  or  may  not,  in  fact,  they  may  just  simply  say  we'll 
reimburse  you  the  premium  that  you  have  to  pay,  say  $420  a  year, 
is  what  it's  estimated  at  in  2000.  And  then  we'll  cover  the  deduct- 
ible, $250  in  the  House  bill,  $275  in  the  Senate  bill.  And  we'll  cover 
the  cost  sharing  up  to  the  initial  coverage  limit.  In  the  case  of  the 
Senate  bill,  that's  another  $2,112.50,  in  other  words,  half  of  what 
the  costs  are  between  the  deductible  and  $4,500.  In  the  House  it's 
$600,  because  in  the  House  bill  there's  only  20  percent  cost  sharing 
between  the  deductible  and  $2,000. 

So  at  that  point,  what  the  employer  has  done  is  provided  the  re- 
tiree with  total  front  end  coverage,  not  a  penny  out  of  pocket  to  the 
retiree.  They've  picked  up  all  the  cost  sharing  and  the  premiums. 
If  you're  a  retiree  with  low  drug  expenditures,  you'll  be  happy  with 
that.  The  problem  is  at  that  point  the  employer  then  says,  OK, 
we've  done  our  part.  Now,  the  employer  has  capped  its  liability  at 
whatever  it's  paid  in  cost  sharing.  It  pays  nothing  more. 

Because  both  bills  say  that  the  insurance  contribution  doesn't 
count  toward  the  out  of  pocket  costs,  that  means  that  all  of  the  cost 
sharing  is  bunched  up  and  put  on  the  employee  at  that  point.  So, 
and  this  is  illustrated  in  the  charts  and  the  testimony  that  I  pro- 
vided you  with,  so  under  the  House  bill,  the  employee  would  pay 
$600  for  the  deductible  and  the  first  cost  sharing,  there's  $350  in 
cost  sharing.  At  that  point,  the  employee's  bought  $2,000  worth  of 
drugs,  not  paid  a  penny  out  of  pocket  but  now  has  to  pay  the  next 
$3,500  out  of  pocket  before  Medicare  kicks  in.  The  effect  in  the 
Senate  bill  would  be  the  employer  spends  about  $2,300  paying  for 
the  deductible  and  the  cost  sharing.  At  that  point,  the  employee's 
say,  bought  $4,500  of  drugs,  in  the  Senate  bill,  without  paying  a 
penny  out  of  pocket.  And  then  they  have  to  pay  the  next  $3,700  out 
of  pocket. 

So  what  that  does  is,  it  in  effect  means  that  when  you  create  a 
wraparound  plan,  which  I  think  most  employers  will  do,  because  it 
limits  their  liability  and  it's  a  lot  easier  than  the  alternatives,  and 
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furthermore,  they  don't  even  have  to  have  a  PBM  to  manage  the 
benefit  any  more,  like  they  did  before  this  bill  was  enacted.  All 
they  do  is  they  get  a  claims  processor  to  handle  the  cost  sharing. 

Then  what  happens,  what  will  happen  is  that  will  work  fine  for 
those  beneficiaries  in  a  retiree  plan  who  have  low  drug  spending. 
But  those  with  higher  drug  spending  will  be  hit  with  higher  out  of 
pocket  costs.  Again,  I  have  distributional  charts  in  the  testimony. 

Finally,  on  Medigap,  the  Senate  bill  simply  eliminates  Medigap 
drug  coverage.  It  forces  seniors  to  choose,  who  have  it,  to  choose 
either  between  that  or  the  new  plan.  If  they  choose  that  then 
they're  hit  with  the  penalties  if  they  later  go  into  the  new  plan.  So 
in  effect,  it's  eliminated. 

The  House  bill  grandfathers  it  in  but  then  there's  no  reason  for 
seniors  to  buy  it,  because  it  has  the  same  dynamic  as  it  does  with 
employer  wraparound  coverage.  It  just  bunches  up  the  cost  shar- 
ing. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Haislmaier  follows:] 
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Testimony  of  Edmund  F.  Haislmaier 

Before  the  Subcommittee  on  Human  Rights  &  Wellness  of  the  Committee  on 
Government  Reform  of  the  U.  S.  House  of  Representatives 

July  17,  2003 

Mr.  Chairman  and  Members  of  the  Committee: 

My  name  is  Edmund  F.  Haislmaier.  I  am  a  Visiting  Research  Fellow  in  the  Center  for 
Health  Policy  Studies  at  The  Heritage  Foundation.  The  views  expressed  in  this  testimony 
are  my  own,  and  should  not  be  construed  as  representing  any  official  position  of  The 
Heritage  Foundation. 

I  appreciate  your  invitation  to  appear  and  discuss  the  effects  of  the  prescription  drug 
provisions  in  H.R.  1  and  S.  1.  As  you  know,  a  conference  committee  is  currently 
working  to  resolve  the  difference  between  those  two  bills. 

I  will  focus  my  remarks  today  principally  on  the  likely  effects  that  the  new  Medicare  out- 
patient prescription  drug  benefit  contained  in  the  legislation  will  have  on  existing  retiree 
coverage  for  prescription  drugs. 

Background 

Mr.  Chairman,  in  discussing  any  proposal  for  outpatient  prescription  drug  coverage  for 
the  Medicare  population  it  is  necessary  to  begin  with  an  understanding  of  current  drug 
coverage  among  that  population. 

To  start  with,  of  the  just  over  40  million  current  Medicare  beneficiaries,  almost  half  (46 
percent)  already  have  fairly  comprehensive  drug  coverage.  They  are  the  1 6  percent  of 
beneficiaries  (about  6.4  million)  who  have  drug  coverage  through  Medicaid,  plus  another 
30  percent  (about  12  million)  who  have  drug  coverage  through  an  employer- sponsored 
retirement  plan. 1 

Another  29  percent  of  Medicare  beneficiaries  have  some  drug  coverage  from  another 
private  or  public  source.  They  include  the  12  percent  (about  4.8  million)  who  have 
individually  purchased  Medicare  supplemental  insurance  (Medigap)  policies  with 
limited,  front-end  drug  coverage  as  well  as  about  17  percent  (about  6.8  million)  who  have 
limited  coverage  through  a  Medicare  HMO,  or  through  a  state  or  federal  program  other 
than  Medicaid. 


'  See:  Douglas  Holtz-Eakin,  Director,  Congressional  Budget  Office,  Prescription  Drug  Coverage  and 
Medicare's  Fiscal  Challenges,  Testimony  before  the  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  April  9,  2003. 
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Finally,  the  remaining  25  percent  of  Medicare  beneficiaries  (about  10  million)  have  no 
drug  coverage.  Some  of  them  have  high  drug  expenditures,  while  others  have  average  or 
low  drug  expenditures.  Logically,  it  is  the  subset  of  this  group  with  high  drug  costs  that 
most  desires  a  new  Medicare  drug  benefit. 

As  these  coverage  disparities  show,  the  challenge  facing  Congress  is  to  design  reforms 
that  provide  outpatient  prescription  drug  coverage  for  Medicare  beneficiaries  who 
currently  lack  coverage  and  improve  the  coverage  of  those  beneficiaries  who  currently 
have  limited  benefits,  without  at  the  same  time  diminishing  the  benefits  of  those  who 
currently  have  more  comprehensive  coverage. 

The  danger  for  Congress  is  that,  in  taking  a  "one-size-fits-all"  approach,  it  runs  the  risk  of 
creating  as  many  or  more  "losers"  as  it  does  "winners"  and  thus  generating  the  kind  of 
retiree  opposition  that  it  experienced  with  the  1988  Medicare  Catastrophic  legislation. 
Regrettably,  that  is  the  approach  both  the  House  and  the  Senate  have  again  taken  in  the 
pending  Medicare  legislation 

Standard  Benefit  Design 

Both  the  H.R.  1  and  S.  1  would  create  a  new  Part  D  Medicare  drag  benefit,  with  a 
standard  benefit  design.  Both  bills  also  have  provisions  designed  to  induce  private 
insurers  to  offer  the  new  coverage,  and  both  would  subsidize  the  cost  of  coverage  for 
enrollees.  Table  1  shows  how  the  coverage  structure  for  the  drug  benefit  differs  in  the 
two  bills. 

Table  1 


Comparison  of  Coverage  Under  Standard  Prescription  Drug  Plan  for 
First  Year  (2006)  in  S.  1  and  H.R.  1 


S.  1                                          H.R.  1 

Deductible 

$275 

$250 

Initial  Cost- 
Sharing 

50%  up  to  initial  coverage  limit  of 
$4,500  in  total  drug  spending. 

20%  up  to  initial  coverage  limit  of 
$2,000  in  total  drug  spending. 

Coverage  Gap 

Beneficiary  pays  100%  of  the  cost  of 
the  next  $1,312.50  in  drag  spending. 

Beneficiary  pays  100%  of  the  cost  of  the 
next  $2,900  in  drug  spending. 

Stop-Loss  on 

Out-of-Pocket 

Spending 

$3,700  in  beneficiary  deductibles  and 
co-pays  (reached  at  $5,1 82.50  in  total 
drug  spending). 

$3,500  in  beneficiary  deductibles  and  co- 
pays  (reached  at  $4,900  in  total  drug 
spending). 

Cost-Sharing 
Above  Stop-  Loss 

Beneficiary  pays  10%  of  each 
additional  dollar  of  drug  spending  after 
reaching  the  $3,700  stop-loss. 

No  beneficiary  cost-sharing  above  the 
$3,500  stop-loss. 

Income-Related 

Stop-loss 

Threshold 

No  provision. 

Stop-loss  threshold  is  higher  for 
enrollees  with  incomes  above 
$60,000/indrviduals  and 
$120,000/couples. 

Note:  In  both  bills  the  deductible,  initial  coverage  limit,  and  stop-loss  arc  indexed  for  years  after  2006. 
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Both  designs  have  similar  deductibles.  The  House  benefit  structure  imposes  lower  total 
cost-sharing  on  beneficiaries  than  the  Senate  benefit  structure.  While  the  "coverage  gap" 
in  the  House  bill  design  is  more  than  twice  the  size  of  the  gap  in  the  Senate  bill  design, 
the  House  bill  provides  for  a  true  beneficiary  "stop-loss."  Insurance  "stop-loss"  refers  to 
the  level  beyond  which  the  coverage  pays  100  percent  of  the  additional  claims,  and  thus 
the  losses  stop  for  the  policyholder.  However,  the  "stop-loss"  in  the  House  bill  would  be 
increased,  on  a  sliding  scale,  for  upper-income  beneficiaries.  In  contrast,  while  the  Senate 
bill  does  not  vary  the  benefit  by  income,  it  also  places  no  limit  on  beneficiary  cost 
sharing,  and  thus  lacks  a  true  beneficiary  "stop-loss  " 

Interaction  With  Other  Coverage 

These  benefit  structures  are  unlike  any  that  can  be  found  in  a  normal,  private  health 
insurance  market  and  are  largely  the  product  of  political  and  budgetary  constraints.  But 
the  benefit  design  is  only  one  part  of  the  equation  in  determining  how  a  new  Medicare 
drug  benefit  will  affect  existing  retiree  drug  coverage.  Just  as  important  are  the  provisions 
that  govern  how  the  new  Medicare  drug  benefit  will  interact  with  existing  employer- 
provided  coverage  and  existing  Medigap  coverage. 

I  will  first  address  the  issue  of  coverage  interaction  among  the  larger  group,  those  with 
employer-sponsored  retiree  drug  coverage. 

It  has  been  reported  that  the  Congressional  Budget  Office  (CBO)  estimates  that  if  S.  1 
became  law,  37  percent,  or  about  4.4  million,  of  the  12  million  seniors  who  currently 
have  prescription  drug  coverage  through  plans  sponsored  by  their  previous  employers 
would  lose  their  private  drug  coverage.  CBO's  equivalent  estimate  for  coverage  loss 
among  this  population  under  H.R.  1  is  estimated  to  be  33  percent,  or  about  3.8  million 
retirees.2 

However,  the  legislation  would  not  simply  create  a  binary  choice  of  coverage  versus  no 
coverage  for  employers.  Rather  there  are  three  other  options  implicit  in  the  legislation 
that  would  also  be  available  to  employers  who  currently  provide  retiree  drug  coverage. 
Those  options  would  be  to:  1)  keep  the  status  quo;  2)  conform  their  existing  plan  to  the 
new  law;  or  3)  drop  their  existing  plan  but  provide  retirees  with  "wrap-around"  coverage 
to  supplement  the  new  Medicare  plan. 

Each  option  has  trade-offs  for  both  the  employers  and  the  retired  workers  who  are 
covered  by  those  plans,  which  I  will  outline  here. 

Option  1 :  Keep  the  status  quo. 

In  this  option  the  employer  keeps  its  existing  retiree  drug  coverage  plan  as  is,  and 
essentially  ignores  the  new  Medicare  drug  benefit. 


Robin  Toner  and  Robert  Pear,  "House  Committee  Approves  Drug  Benefits  for  Medicare,"  The  New  York 
Times,  June  18,2003. 
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Employer  Pro:  The  employer  would  retain  the  flexibility  to  set  and  adjust  the 
benefit  design  (within  the  context  of  any  negotiated  labor  agreements)  of  its 
retiree  drug  plan.  The  employer  could  continue  to  offer  a  plan  with  different 
deductibles,  co-pays  and  out-of-pocket  limits  than  the  new  Medicare  standard 
plan.  The  employer's  plan  could  be  either  more  or  less  generous  than  the 
Medicare  standard  plan.  Also,  the  employer  would  avoid  the  burden  of  having  its 
plan  subject  to  Medicare  audits. 

Employer  Con:  The  employer  would  forgo  receiving  a  subsidy  from  Medicare. 
In  the  case  of  S.  1  the  subsidy  would  equal  to  70  percent  of  the  average  national 
premium  for  standard  coverage  (about  $840  in  2006)  for  each  qualified  enrollee  in 
its  plan.  Under  the  Senate  bill  the  employer  would  also  lose  the  option  to  claim 
additional  "reinsurance"  payments  from  Medicare  for  its  high-cost  retirees,  (those 
whose  annual  drug  costs  exceed  $5,813  a  year.)  In  the  case  of  H.R.  1  the 
foregone  subsidy  would  be  28  percent  of  the  cost  of  drugs  in  excess  of  the  $250 
annual  deductible  for  each  qualified  beneficiary,  up  to  a  maximum  of  $5,000  per 
year.3  This  subsidy  to  employers  is  less  generous  for  beneficiaries  with  low  drug 
costs  and  more  generous  for  beneficiaries  with  high  drug  costs  than  the  subsidies 
in  the  Senate  bill.  Also  the  employer  would  forego  the  opportunity  to  cap  its  plan 
losses. 

Retiree  Pro:  The  retirees  in  the  plan  would  keep  the  drug  benefit  structure  they 
currently  have,  since  it  would  not  need  to  meet  the  new  Medicare  standard.  This 
would  be  advantageous  to  them  if,  and  as  long  as,  their  employer  plan  is  more 
generous  than  the  Medicare  standard,  (e.g.,  a  lower  deductible  and/or  costs 
sharing  requirements.)  Also,  the  retirees  would  not  have  to  pay  the  new  Medicare 
drug  coverage  premiums  (about  $420  a  year  in  2006). 

Retiree  Con:  The  employer  would  be  free  to  change  the  design  of  the  drug 
benefit  in  future  years  or  to  eliminate  it  altogether.  However,  because  the  plan 
was  not  a  "qualified"  one,  if  the  employer  later  dropped  the  plan  and  the  retiree 
sought  to  join  the  Medicare  Part  D  program,  he  or  she  would  be  subject  to  the 
much  higher  premiums  imposed  for  delayed  enrollment. 

Option  2:  Conform  the  existing  plan  to  the  new  law. 

In  this  option,  the  employer  modifies  its  existing  retiree  drug  coverage  plan  to  make  it  a 
"Qualified  Retiree  Prescription  Drug  Plan"  under  the  new  Medicare  drug  benefit.  A 
"qualified"  plan  is  either  one  that  offers  the  same  standard  coverage  structure  specified  in 
the  legislation,  with  or  without  reduced  beneficiary  cost  sharing,  or  a  coverage  structure 
that  Medicare  approves  as  "actuarially  equivalent"  to  the  standard  coverage  structure. 

Employer  Pro:  The  employer  gains  several  advantages  by  conforming  its 
existing  plan  to  the  new  standard  benefit  design.  First,  if  the  employer's  plan  is 


3H.R.l  Section  1860D-8(f)(3) 
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more  generous  (e.g.,  lower  deductibles  and  co-pays)  than  the  standard  design  it 
will  be  able  to  reduce  plan  costs  by  scaling  back  the  benefits  to  meet  the  standard 
design  (e.g.,  raising  the  deductible  and/or  co-pays).  Second,  Medicare  will  pay  the 
employer  a  subsidy  for  each  qualified  enrollee  in  its  plan.  Third,  in  the  case  of  S. 
1,  Medicare  will  pick  up  80  percent  of  the  additional  costs  of  drugs  for  retirees  in 
the  plan  who  reach  their  annual  out-of-pocket  limit.  Under  the  standard  plan,  in 
2006  the  $3,700  out-of-pocket  limit  is  reached  once  total  drug  spending  exceeds 
$5,813.  Thus,  for  the  5,814th  dollar,  and  all  subsequent  dollars  spent  on  drugs  for 
the  beneficiary,  Medicare  will  pay  80  cents  and  the  employer  and  the  retiree  will 
pay  10  cents  each. 

Employer  Con:  In  the  future,  the  employer  could  not  scale-back  its  plan  to 
anything  less  than  the  standard  coverage  design,  without  its  plan  ceasing  to  be  a 
"qualified  plan."  The  employer  would  need  to  get  Medicare  approval  for  its 
"qualified  plan"  and  once  the  plan  became  a  "qualified  plan,"  the  employer  would 
be  subject  to  Medicare  reporting  requirements  and  plan  audits.  Also  the  employer 
would  forego  the  opportunity  to  cap  its  plan  losses,  since  to  be  a  "qualified"  plan, 
the  employers  plan  would  have  to  include  catastrophic  drug  cost  coverage  that  is 
at  least  actuarially  equivalent  to  that  in  the  Medicare  standard  plan  design. 

Retiree  Pro:  The  employer  would  likely  go  through  the  trouble  of  getting  its  plan 
certified  as  a  qualified  plan  only  if  it  intended  to  keep  the  plan  for  the  foreseeable 
future.  Also,  if  or  when  the  employer  did  discontinue  its  plan  the  retiree  would  be 
able  to  buy  one  of  the  standard  Medicare  plans  without  being  hit  with  the  much 
higher  premium  for  delayed  enrollment.  Thus,  the  retiree  would  be  protected 
against  losing  coverage. 

Retiree  Con:  If  the  current  employer  plan  is  a  generous  one,  it  is  likely  that  the 
employer  will  be  forced  to  scale  back  the  benefits  offered  to  meet  the  new 
Medicare  standard  coverage  design  or  the  actuarial  equivalence  standard.  Also,  if 
the  employer  did  get  approval  for  a  plan  that  was  more  generous  than  the 
Medicare  standard  plan,  it  could  always  scale  the  plan  back  to  the  Medicare 
standard  at  any  time.  Indeed,  given  the  complexity  and  restrictions  associated 
with  the  actuarial  equivalence  standard  in  the  Senate  bill,  plus  the  general  desire 
of  employers  to  scale  back,  if  not  eliminate  coverage,  it  is  most  likely  that  any 
employer  electing  to  keep  its  plan  and  make  it  a  "qualified"  one  would  simply 
adopt  the  Medicare  standard  coverage  structure  into  its  new  plan  and  blame 
Congress  for  forcing  it  to  scale  back  coverage. 

Option  3:  Drop  the  existing  plan  but  provide  "wrap-around"  coverage. 

In  this  option,  the  employer  discontinues  its  existing  retiree  drug  coverage  plan  and  has 
its  retirees  enroll  in  the  new  standard  Part  D  Medicare  drug  plans.  The  employer 
compensates  its  retirees  by  providing  "wrap-around"  drug  coverage  that  pays  the  out-of- 
pocket  costs  its  retirees  incur  with  the  standard  Part  D  Medicare  drug  plans.  The 
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employer  might  also  pay  the  retirees'  share  of  the  premium  for  the  Medicare  drug 
coverage. 

Employer  Pro:  The  employer  can  reduce  and  cap  its  retiree  prescription  drug 
liability  and  greatly  simplify  its  plan.  In  exchange  for  eliminating  coverage,  the 
employer  simply  agrees  to  pay  its  retirees'  co-payments  for  their  Medicare  drug 
coverage  up  to  a  fixed  annual  amount.  Thus,  the  employer  shifts  the  majority  of 
the  price  and  volume  risk  for  drug  coverage  onto  Medicare  and  its  own  retirees. 
The  employer  also  effectively  creates  a  stop-loss  for  itself.  Furthermore,  the 
employer  no  longer  needs  to  contract  with  an  insurer  or  a  pharmacy  benefit 
manager  (PBM)  to  manage  its  retiree  drug  benefit  Instead,  it  just  hires  a 
contractor  to  process  reimbursements  for  employee  cost  sharing.  Nor  is  the 
employer  plan  subject  to  Medicare  oversight  as  it  would  be  if  the  employer  sought 
to  make  its  plan  a  "qualified"  one.  Of  course,  the  employer  is  free  to  further  scale- 
back  or  eliminate  this  wrap-around  coverage  at  any  time. 

Employer  Con:  There  really  is  no  employer  downside  to  this  option  other  than 
the  fact  that  some  of  its  retirees  (those  with  high  drug  costs)  will  not  be  happy 
with  the  new  arrangement.  However,  the  employer  can  blame  it  on  Congress, 
while  pointing  out  that  the  above  alternatives  are  not  very  attractive  for  the 
retirees  either.  Also,  the  employer  would  forgo  the  subsidies  offered  for  making 
its  plan  a  qualified  plan.  But  if  the  savings  from  substituting  wrap-around 
coverage  are  worth  more  than  the  subsidies  for  converting  its  plan  to  "qualified" 
coverage,  the  smart  move  will  be  for  the  employer  to  shift  to  wrap-around 
coverage. 

Retiree  Pro:  Depending  on  the  generosity  of  the  employer,  the  retiree  still  gets 
fairly  comprehensive  drug  coverage.  However,  the  coverage  would  now  come  in 
two  parts.  The  Medicare  drug  plan  would  be  the  primary  insurer  and  the  employer 
would  pay  the  deductible  and  the  initial  coinsurance  with  wrap-around  coverage 
up  to  some  employer  set  limit.  This  is  the  same  arrangement  as  currently  exists 
with  employer-paid  wrap-around  coverage  for  Medicare  Parts  A  and  B. 

Retiree  Con:  As  long  as  the  retiree  does  not  incur  substantial  drug  costs,  there  is 
little  to  complain  about  in  this  arrangement.  The  retiree  is  still  getting 
comprehensive  drug  coverage,  coming,  as  noted,  in  two  parts.  The  problem  with 
this  option  will  be  for  those  retirees  with  the  highest  drug  costs.  If  the  employer 
sets  any  limit,  (and  most  employers  likely  will  set  some  limit)  on  the  total  amount 
of  co-pays  it  will  reimburse  the  retiree,  then  any  retiree  who  exceeds  the 
employer's  cost-sharing  limit  will  first  need  to  spend  $3,700  under  S.  1  or  $3,500 
under  H.R.  1  out-of-pocket  before  Medicare  again  kicks  in  and  pays  90  percent  of 
the  costs  under  S.  1  or  100  percent  of  the  costs  under  H.R.1.  This  is  because, 
according  to  provisions  in  both  bills,  none  of  the  payments  from  the  employer 
wrap-around  coverage  would  count  toward  the  retiree's  "out-of-pocket"  spending 
limit.  Tndeed,  under  the  provisions  of  S.  1,  Sectionl  860D-6(c)(4)(D),  enrollees 
who  are  found  to  have  claimed  out-of-pocket  expenses  that  were  actually 
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reimbursed  by  private  insurance,  would  have  their  Medicare  Drug  coverage 
terminated. 

The  most  likely  result  will  be  that  those  employers,  who  currently  offer  coverage,  if  they 
don't  drop  it  entirely,  will  adopt  either  the  second  or  third  option.  They  will  either  make 
their  plan  a  "qualified  plan,"  and  scale-back  current  coverage,  or  substitute  "wrap- 
around" coverage  for  their  current  plan. 

The  lower  front-end  cost-sharing  structure  in  the  House  bill  coverage  design  means  that  it 
will  be  less  costly  than  the  Senate  bill  for  employers  who  decide  to  offer  wrap-around 
coverage.  Under  the  Senate  bill,  an  employer  offering  wrap-around  coverage  would 
spend  $2,387.50  in  paying  the  deductible  and  initial  cost  sharing  on  the  first  $4,500  in 
drug  expenses,  or  $2,807.50  if  the  employer  also  reimbursed  the  retiree  for  the  estimated 
$420  annual  premium.  In  contrast,  under  the  House  bill  an  employer  offering  wrap- 
around coverage  would  spend  only  $600  in  paying  the  deductible  and  initial  cost  sharing 
on  the  first  $2,000  in  drug  expenses,  or  $1,020  if  the  employer  also  reimbursed  the  retiree 
for  the  estimated  $420  annual  premium. 

The  Effects  Of  Employer  Wrap- Around  Drug  Coverage 

Of  the  different  options  that  either  bill  would  present  to  employers,  the  simplest  and  most 
attractive  one  for  them  is  the  option  of  substituting  wrap-around  coverage  for  their 
current  plans.  With  that  approach,  the  employer  off-loads  most  of  the  cost  and  risk  of 
retiree  drug  coverage,  while  still  pleasing  the  majority  of  its  retirees  who  have  relatively 
low  annual  drug  bills.  Although  some  employers  may  drop  their  existing  coverage 
entirely,  the  more  likely  scenario  is  that  most  employers  will  sooner  or  later  substitute 
wrap-around  coverage  for  their  existing,  more  comprehensive  plans. 

The  problem  with  this  approach  for  the  retiree  is  that,  under  both  bills,  none  of  the 
amounts  paid  by  employer  wrap-around  benefits  to  cover  the  deductible  and  initial  cost 
sharing  would  count  toward  the  out-of-pocket  limits.  This  means  that  employer  wrap- 
around coverage  would  have  the  effect  of  aggregating  together  all  of  the  cost  sharing  in 
one  large  coverage  gap  or  "doughnut  hole,"  which  would  then  kick-in  at  the  point  at 
which  the  employer's  wrap-around  coverage  ended. 

Senate  Bill  Effect 

In  practice,  the  Senate  bill  would  set  in  motion  the  following  dynamics.  The  retiree 
enrolls  in  one  of  the  new  Medicare  drug  plans  and  pays  about  $420  a  year  in  premiums. 
Under  the  Senate  version,  the  employer  reimburses  the  retiree  for  the  premiums  plus  pays 
the  $275  deductible  as  well  as  the  50  percent  coinsurance  on  the  next  $4,225  in  drug 
expenses  (or  $21 12.50).  At  that  point  the  retiree  has  consumed  $4,500  in  drugs  and  not 
paid  a  single  penny  in  either  premiums  or  out-of-pocket  cost  sharing.  The  employer  has 
paid  the  $420  in  premiums,  the  $275  deductible  and  the  $2,1 12.50  in  coinsurance,  for  a 
total  cost  of  $2,807.50.  Medicare  has  paid  the  remaining  $1,692.50  in  drug  spending. 
From  that  point  on  Medicare  pays  nothing.  If  the  employer  also  caps  its  program  at  that 
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level,  then  the  retiree  must  pay  100  percent  of  the  cost  of  the  next  $3,700  in  drug 
expenses,  after  which  Medicare  will  then  start  paying  90  cents  of  each  additional  dollar 
with  the  retiree  paying  the  remaining  10  percent. 

Chart  1  shows  how,  under  the  Senate  bill,  this  scenario  will  result  in  retiree  drug 
spending  being  distributed  among  employers,  retirees,  and  Medicare.  It  also  shows  how 
employers  will  be  able  to  create  a  stop-loss  limit  for  themselves  by  converting  their 
exiting  retiree  drug  plans  into  wrap-around  coverage. 


As  can  be  seen  in  the  chart,  under  S.  1  an  employer  is  able  to  effectively  create  a  stop- 
loss  for  itself  at  the  level  of  $2,387.50  of  the  first  $4,500  per  year  in  drug  spending  per 
retiree.  However,  neither  Medicare  nor  the  retirees  have  a  true  stop  loss.  The  indexing  of 
the  deductible  and  the  "initial  coverage  limit"  for  the  coinsurance  means  that  the 

Chart  1 

Distribution  of  Drug  Spending  Under  S.  1  For 
Retirees  With  Employer  Wrap-Around  Coverage 
for  Drugs 


Total  Drug  Spending  (in  Thousands  of  Dollars) 


'■Employer  □  Retiree  B Medicare 


employer's  per-retiree  drug  spending  stop-loss  will  rise  over  time,  but  it  will  still  remain 
a  true  stop-loss  for  the  employer. 
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However,  thanks  to  the  generosity  of  the  employer  in  providing  wrap-around  coverage, 
the  point  at  which  the  program's  "catastrophic  level"  co-pay  of  only  10  percent  kicks  in 
for  the  retiree  has  been  pushed  up  from  $5,812.50  in  total  drug  spending  to  $8,200  in 
total  drug  spending.  At  that  point,  of  the  total  $8,200  in  drug  spending,  the  employer  will 
have  paid  $2,387.50,  or  29  percent;  Medicare  will  have  paid  $21 12.50,  or  26  percent;  and 

Chart  2 

Percentage  Share  of  Drug  Spending  Under  S.  1 
For  Retirees  With  Employer  Wrap-Around 
Coverage  for  Drugs 


Total  Drug  Spending  (in  Thousands  of  Dollars) 


□  Retiree  ■  Employer  ■  Medicare 


the  retiree  will  have  paid  $3,700,  or  45  percent. 


Thus,  the  effect  of  the  employer  offering  wrap-around  coverage  will  be  to  increase  the 
burden  on  those  retirees  with  higher  drug  costs.  This  can  be  seen  in  Chart  2,  which  shows 
the  percentage  share  of  drug  spending  for  the  employer,  the  retiree,  and  Medicare  at  each 
level  using  the  same  data  as  in  Chart  1 . 


Under  the  Senate  bill,  due  to  the  employer  creating  an  effective  stop-loss,  the 
proportionate  share  paid  by  the  employer  declines  as  the  level  of  drug  spending  increases. 
In  contrast,  the  retiree's  proportionate  share  of  the  spending  increases  dramatically  once 
the  employer's  wrap-around  coverage  stops,  and  only  starts  to  decline  once  the  retiree  has 
spent  an  additional  $3,700  and  met  Medicare's  "out-of-pocket  limit." 

House  Bill  Effect 

A  similar,  though  somewhat  different,  effect  occurs  under  H.R.  1.  Under  the  House  bill, 
the  employer  reimburses  the  retiree  for  the  premiums  and  pays  the  $250  deductible  as 
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well  as  the  20  percent  coinsurance  on  the  next  $1,750  in  drug  expenses  (or  $350).  At  that 
point  the  retiree  has  consumed  $2,000  in  drugs  and  not  paid  a  single  penny  in  either 
premiums  or  out-of-pocket  cost  sharing.  The  employer  has  paid  the  $420  in  premiums, 
the  $250  deductible  and  the  $350  in  coinsurance,  for  a  total  cost  of  $1,020.  Medicare  has 
paid  the  remaining  $1,400  in  drug  spending.  From  that  point  on  Medicare  pays  nothing. 
If  the  employer  also  caps  its  program  at  that  level,  then  the  retiree  must  pay  100  percent 
of  the  cost  of  the  next  $3,500  in  drug  expenses,  after  which  Medicare  will  then  pay  all 
additional  costs. 

Chart  3  shows  how.  under  the  House  bill,  this  scenario  will  result  in  retiree  drug  spending 
being  distributed  among  employers,  retirees,  and  Medicare. 


Once  again,  the  chart  shows  how  under  H.R.  1  the  employer  is  able  to  effectively  create  a 

Chart  3 

Distribution  of  Drug  Spending  Under  H.R.  1  For 
Retirees  With  Employer  Wrap-Around  Coverage 
for  Drugs 


Total  Drug  Spending  (in  Thousands  of  Dollars) 


■  Employer  □  Retiree  ■  Medicare 


stop-loss  for  itself.  The  difference  in  this  case  is  that  the  employer  can  set  that  level  as 
low  as  $600  of  the  first  $2,000  per  year  in  drug  spending  per  retiree.  However,  in  the 
House  bill,  after  the  retiree  has  spent  $3,500  out-of-pocket,  he  or  she  also  reaches  a  true 
stop-loss.  The  indexing  of  the  deductible,  the  "initial  coverage  limit"  for  the  coinsurance 
and  the  retiree  stop-loss  means  that  both  the  employer's  and  the  retiree's  stop-loss  levels 
will  rise  over  time,  but  they  will  still  remain  true  stop-loses. 


Again,  thanks  to  the  generosity  of  the  employer,  the  point  at  which  the  program's  stop- 
loss  kicks  in  for  the  retiree  has  been  pushed  up  from  $4,900  in  total  drug  spending  to 
$5,500  in  total  drug  spending.  At  that  point,  of  the  total  $5,500  in  drug  spending  the 
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employer  will  have  paid  $600,  or  1 1  percent,  Medicare  will  have  paid  $1,400,  or  25 
percent,  and  the  retiree  will  have  paid  $3,500,  or  64  percent. 

Thus,  the  effect  of  the  employer  offering  wrap-around  coverage  will  again  be  to  increase 
the  burden  on  those  retirees  with  higher  drug  costs,  though  not  as  much  as  in  the  Senate 
bill.  This  can  be  seen  in  Chart  4,  which  shows  the  percentage  share  of  drug  spending  for 
the  employer,  the  retiree,  and  Medicare  at  each  level  using  the  same  data  as  in  Chart  3. 


As  with  the  Senate  bill,  the  effect  under  the  House  bill  is  that,  since  the  employer  can 
create  a  stop-loss,  the  proportionate  share  paid  by  the  employer  declines  as  the  level  of 
drug  spending  increases.  In  contrast,  the  retiree's  proportionate  share  of  the  spending 
increases  dramatically  once  the  employer's  wrap-around  coverage  stops,  and  starts  to 
decline  only  after  the  retiree  has  spent  an  additional  $3,500  and  met  Medicare's  stop-loss. 
However,  because  the  House  bill  includes  a  true  stop-loss  for  the  retiree,  his  or  her  share 
of  the  total  cost  declines  more  rapidly  than  in  the  Senate  bill  as  the  level  of  drug  spending 

Chart  4 

Percentage  Share  of  Drug  Spending  Under  H.R.  1 
For  Retirees  With  Employer  Wrap-Around 
Coverage  for  Drugs 


i-HiNco'frmvorvoocriOT-irgm^invorvooaio 
Total  Drug  Spending  (in  Thousands  of  Dollars) 


j  13  Retiree  ■  Employer  B  Medicare  [ 

increases. 

Impact  of  S.l  and  H.R.  1  on  Existing  Medigap  Coverage 

Medicare  enrollees  without  employer-provided  Medicare  supplemental  coverage  are  able 
to  buy  supplemental  coverage  on  their  own.  Such  plans  are  commonly  called  Medigap 
plans.  Federal  law  permits  insurers  to  sell  10  different  types  of  standardized  Medigap 
plans.  Three  of  the  plans,  (plans  H,  I,  and  J)  provide  "front-end"  prescription  drug 
coverage.  In  all  three  of  those  plans  the  beneficiary  pays  a  $250  deductible,  and  the  plan 
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reimburses  the  beneficiary  50  percent  of  the  cost  of  drugs  up  to  an  annual  maximum 
amount.  In  the  case  of  plans  H  and  I,  the  maximum  amount  is  $1 ,250  and  in  the  case  of 
plan  J,  the  maximum  amount  is  $3,000.  Thus,  the  beneficiary  pays  all  of  the  first  $250  a 
year  in  drugs  plus  half  of  the  next  $2,500  or  $6,000  (depending  on  the  plan),  plus  any 
drug  costs  beyond  those  limits. 

An  estimated  4.8  million  Medicare  beneficiaries  currently  have  additional  coverage  for 
drugs  through  one  of  the  three  standard  Medigap  plans. 

Impact  of  Senate  Bill  on  Medigap 

Section  103  of  S.  1  would  ban  the  sale  or  renewal  of  Medigap  plans  with  prescription 
drug  coverage  after  January  L,  2006,  to  any  Medicare  enrollee  who  is  enrolled  in  a  new 
Medicare  Part  D  prescription  drug  plan.  Beneficiaries  with  coverage  under  one  of  those 
Medigap  plans  would  be  allowed  to  switch  to  any  other  Medigap  plan  that  did  not  include 
drug  coverage.  Thus,  beneficiaries  with  those  plans  would  be  forced  to  choose  between 
their  existing  drug  coverage  and  the  new  Medicare  drug  coverage.  If  they  opted  to  keep 
their  existing  Medigap  coverage,  they  would  be  penalized  with  higher  premiums  if  they 
tried  to  enroll  later  in  the  Medicare  Part  D  drug  benefit. 

The  Senate  bill  in  effect  would  all  but  eliminate  Medigap  plans  with  prescription  drug 
coverage.  The  result  would  be  that  retirees  would  have  no  way  of  obtaining  insurance, 
other  than  employer-sponsored  wrap-around  coverage,  to  pay  the  cost  sharing  under  the 
Senate  version  of  the  Medicare  drug  benefit. 

Impact  of  House  Bill  on  Medigap 

The  House  bill  differs  from  the  Senate  bill  in  that,  while  it  eliminates  current  Medigap 
plans  with  drug  coverage  in  the  future,  it  "grandfathers"  enrollees  who  already  have  such 
coverage  and  allows  them  to  keep  it.  Under  the  House  bill,  any  Medicare  enrollee  with  an 
H,  I,  or  J  Medigap  policy  in  force  on  January  1,  2006,  would  be  able  to  keep  that  policy 
or  switch  to  a  new  policy  of  the  same  type.  Also,  the  House  bill  instructs  the  National 
Association  of  Insurance  Commissioners  (N  AIC)  to  develop  two  new  standard  Medigap 
plans  that  include  coverage  for  the  cost  sharing  (other  than  the  deductible)  in  the  new 
Medicare  Part  D  prescription  drug  plan.4 

Thus,  under  H.R.  1 ,  Medicare  enrollees  with  Medigap  plans  that  pay  for  prescription 
drugs  could  enroll  in  the  new  Medicare  Part  D  drug  benefit  and  keep  their  Medigap 
coverage  to  pay  the  cost  sharing.  Also,  in  the  future,  Medicare  beneficiaries  would  be 
able  to  buy  new  Medigap  plans  that  covered  some  of  the  cost  sharing  of  the  Part  D  drug 
benefit. 


4H.R.  1,  Section  104. 
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However,  as  with  any  payments  made  by  employer  wrap-around  policies,  any  payments 
for  drugs  made  by  a  Medigap  plan  would  not  count  toward  the  beneficiary's  stop-loss 
under  the  new  Medicare  Part  D  prescription  drug  plan.5 

The  resulting  effects  are  similar  to  those  for  employer  wrap-around  coverage.  Combining 
Medigap  drug  coverage  with  the  new  Medicare  Part  D  drug  benefit  only  serves  to  push 
the  beneficiary's  cost  sharing  up  to  a  higher  level  of  total  annual  drug  spending.  It  does 
not  buy  what  the  beneficiary  really  wants  -  coverage  for  the  initial  cost  sharing  and  the 
"doughnut  hole"  coverage  gap  in  the  Medicare  drug  benefit  design.  This  means  that  the 
extra  Medigap  coverage  is  almost  certainly  not  worth  the  much  higher  premiums 
beneficiaries  must  pay  for  plans  H,  I,  and  J.  Consequently,  under  the  House  bill  most 
retirees  who  currently  have  Medigap  plans  that  cover  drugs  will  likely  chose  to  switch  to 
a  Medigap  policy  without  drug  coverage  (and  with  a  lower  premium). 

Thus,  under  either  the  House  or  Senate  bill,  retirees  without  employer  coverage  will  in 
the  future  have  no  realistic  way  to  obtain  private  insurance  to  cover  the  costs  of  the 
deductible,  cost  sharing,  or  coverage  gap  in  the  new  Medicare  Part  D  drug  plan. 

Conclusion 

Mr.  Chairman,  to  summarize,  my  analysis  of  the  outpatient  prescription  drug  benefit 
provisions  in  H.R.  1  and  S.  1  leads  me  to  concluded  that  the  most  likely  results  will  be 
that  employers  who  currently  offer  prescription  drug  coverage  for  their  retirees  will  either 
scale  back  their  coverage  to  the  standard  plan  design  or  replace  their  existing  coverage 
with  wrap-around  coverage. 

After  reviewing  the  legislation,  I  believe  that  the  easiest  and  most  cost  effective  course  of 
action  for  employers  under  either  bill  will  be  to  substitute  wrap-around  coverage  for  their 
existing  retiree  drug  plans.  Thus,  most  of  those  retirees  will  continue  to  have 
comprehensive,  front-end  drug  coverage.  However,  the  interaction  of  the  new  Medicare 
benefit  with  the  wrap-around  coverage  and  the  legislated  prohibitions  on  private 
insurance  reimbursements  counting  toward  beneficiary  cost-sharing  mean  that  those 
retirees  with  higher  drug  costs  will  be  forced  to  spend  much  more  out-of-pocket  under 
that  arrangement. 

In  addition,  the  provisions  in  both  bills  with  respect  to  Medigap  coverage  effectively 
mean  that  retirees  will  not  be  able  to  purchase  private  supplemental  insurance  to  cover 
the  cost-sharing  under  the  new  Medicare  drug  benefit.  Even  if  the  conference  committee 
adopts  the  House  bill  provision  to  instruct  NAIC  to  develop  two  new  standard  Medigap 
plans  that  partly  cover  drug  cost-sharing,  the  effect  of  the  prohibition  on  those  insurance 
payments  counting  toward  the  beneficiary  cost-sharing  limit  will  only  serve  to  ensure  that 
those  beneficiaries  with  higher  total  drug  costs  face  higher  out-of-pocket  expenditures. 


5H.R.  1,  Section  1860D-2(b)(4XC)(ii) 
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Thus,  the  principle  "winners"  under  either  bill  are  those  beneficiaries  who  currently  have 
no  public  or  private  coverage  for  outpatient  prescription  drugs,  while  the  principal 
"losers"  are  those  beneficiaries  who  currently  have  private  drug  coverage,  either  through 
an  employer  plan  or  a  Medigap  plan,  and  also  have  high  drug  costs. 

Notwithstanding  the  politically  appealing  and  superficial  rhetoric  of  universal  drug 
coverage,  it  is  the  quality  of  the  policy  that  will  determine  its  reception  among  seniors 
and  taxpayers  alike.  Based  on  the  details  of  the  Senate  and  House  drug  provisions,  and 
the  incentives  and  dynamics  they  are  certain  to  set  in  motion,  it  is  likely  that  a  significant 
number  of  retirees  will  not  be  thanking  their  representatives  for  the  new  Medicare  drug 
entitlement.  Now,  as  in  1988,  the  danger  for  Congress  is  that  if  it  legislates  in  haste,  it 
could  end  up  repenting  at  leisure. 

If  Congress  wants  to  avoid  the  kind  of  retiree  backlash  that  occurred  in  response  to  the 
1988  Medicare  Catastrophic  Coverage  Act,  it  should  scrap  the  drug  provisions  in  both  the 
House  and  Senate  bills  and  go  back  to  the  1999  recommendations  of  the  majority  of  the 
membership  of  the  National  Bipartisan  Commission  on  the  Future  of  Medicare  and 
provide  Medicare  beneficiaries  with  a  choice  between  the  traditional  Medicare  program 
as  it  exists  today  and  new,  private  plans  offering  comprehensive,  integrated  benefits 
including  outpatient  prescription  drug  coverage. 

The  goal  of  true  Medicare  reform  is  to  help  tomorrow's  retirees  escape  the  growing 
problems  that  beset  the  current  Medicare  program,  problems  that  are  rooted  in  the 
absence  of  integrated,  quality  care.  Congress  should  instead  give  retirees  the  option  of 
choosing  between  the  existing  Medicare  system  and  a  set  of  new,  private  plans,  with 
comprehensive  drug  coverage,  subsidized  by  the  government. 

Only  by  covering  outpatient  prescription  drugs  through  an  integrated,  flexible  package  of 
privately  delivered  health  care  benefits  can  Medicare  in  fact  realize  the  tremendous 
potential  of  modern  pharmaceuticals  to  both  reduce  other  health  care  costs  and  to 
improve  the  quality  of  health  outcomes  and  the  lives  of  America's  current  and  future 
retirees. 

Mr.  Chairman,  this  concludes  my  prepared  testimony.  I  will  be  glad  to  try  to  answer  any 
questions  you  or  the  other  members  of  the  Committee  may  have.  Thank  you. 


Disclosure:  Neither  Mr.  Haislmaier  nor  The  Heritage  Foundation  is,  nor  was  during  the 
previous  fiscal  year,  the  recipient  of  any  Federal  Government  grant  or  contract. 
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Mr.  Burton.  Thank  you. 

We'll  have  some  questions  for  you,  since  you're  the  more  learned 
of  us  all,  because  I  don't  think  there  are  many  Members  who  have 
read  or  understood  the  entire  bill. 

Mr.  Antos. 

Mr.  Antos.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. 

I'm  going  to  make  three  points  about  H.R.  1  and  S.  1,  the  two 
Medicare  bills  that  are  now  in  conference.  First,  if  either  of  the 
bills  is  enacted,  actual  Medicare  spending  for  prescription  drugs 
through  2013  will  greatly  exceed  the  $400  billion  projected  by  the 
Congressional  Budget  Office. 

Second,  we  could  directly  limit  spending  for  prescription  drugs, 
if  that's  what  Congress  chose  to  do.  But  that  could  do  more  harm 
than  good.  More  comprehensive  reform  strategy  is  needed. 

Third,  the  10-year  cost  estimate  greatly  understates  the  true  cost 
of  the  drug  benefit  as  you  yourself  mentioned,  Mr.  Chairman.  The 
long  term  cost  is  astronomical,  and  will  largely  fall  on  our  children 
and  grandchildren. 

Let's  first  talk  about  the  CBO  cost  estimate.  The  history  of  cost 
estimation  should  not  make  anyone  comfortable  that  the  $400  bil- 
lion figure  is  what  we  will  actually  be  spending  over  the  next  10 
years  if  one  of  the  bills  is  enacted.  We're  marching  into  uncharted 
territory  with  the  drug  provisions.  Although  CBO  has  done  its  best, 
the  estimate  is  highly  uncertain.  Many  of  the  features  of  the  bills 
are  unique,  and  that  is  not  necessarily  a  positive  term,  by  the  way, 
and  do  not  exist  in  any  other  form  of  health  insurance.  If  the  new 
drug  plans  are  less  effective,  for  example,  in  containing  costs,  than 
CBO  assumed,  or  if  more  employers  dropped  their  retiree  drug  cov- 
erage than  CBO  expected,  Federal  spending  could  be  substantially 
greater  than  currently  estimated. 

There  are  all  sorts  of  factors  related  to  how  individuals,  that  is 
to  say,  Medicare  beneficiaries,  how  providers,  how  drug  companies 
might  react  to  this  that  we  just  don't  know  that  much  about.  So 
all  of  these  things  raise  a  risk  with  regard  to  what  the  actual 
spending  will  be,  not  the  cost  estimate. 

In  addition,  a  future  Congress  is  very  likely  to  expand  whatever 
drug  benefit  is  enacted  this  year.  Naturally,  CBO  can't  account  for 
such  a  development  no  matter  how  certain  it  seems  to  be.  How  far 
off  could  the  estimate  be?  The  more  generous  proposal  that  was 
mentioned  earlier,  that  was  proposed  by  the  House  Democrats, 
would  increase  outlays  by  about  $1  trillion  in  total  over  the  next 
10  years.  That's  a  CBO  estimate.  But  there's  some  sense  here  of 
scale.  It's  not  hard  to  imagine  that  bad  guesses  by  CBO  and  future 
legislation  to  fill  in  some  of  the  gaps  in  coverage  under  H.R.  1,  for 
example,  could  result  in  program  spending  over  the  next  decade 
that  is  double  the  size  of  the  current  estimate. 

What  could  Congress  do  about  controlling  Medicare  costs?  I'm 
only  going  to  address  one  issue,  not  the  importation  issue  in  this. 
I  was  thinking  about  Speaker  Hastert's  statement  recently  that  he 
would  like  to  see  a  provision  in  the  final  bill  that  will  prevent  pre- 
scription drug  spending  from  going  through  the  roof.  Speaker 
Hastert  is  saying  something,  at  least  in  the  press,  that  he  would 
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like  to  see  kind  of  a  standard  budget  style  provision  that  would  just 
put  a  cap  on  spending,  keep  it  under  the  $400  billion  number. 

That  might  be  appealing  to  some.  But  putting  tight  controls  on 
prescription  drugs  or  any  other  medical  service  will  inevitably  have 
some  consequences  that  were  neither  intended  nor  wanted.  There's 
a  risk  that  poorly  designed  spending  limits  would  push  seniors 
away  from  effective  drug  therapies.  That  could  lower  health  in- 
comes and  actually  increase  total  Medicare  costs. 

Rather  than  trying  to  control  the  costs  of  individual  health  serv- 
ices, as  Medicare  has  tried  unsuccessfully  over  the  past  three  dec- 
ades, we  should  integrate  prescription  drugs  with  all  other  benefits. 
We  need  an  integrated  health  program  here.  I  believe  that  the 
proper  concern  should  be  on  the  overall  growth  of  health  spending, 
not  the  individual  pieces  per  se.  Micromanaging  the  costs  of  indi- 
vidual services  has  proven  to  be  both  ineffective  and  inefficient. 

A  new  approach  modeled  after  the  premium  support  systems  of 
the  Federal  Employees  Health  Benefits  program  I  think  is  needed. 
And  we  could  talk  about  that. 

Finally,  let  me  finish  with  the  point  about  what  the  real  financial 
burden  of  this  program  is  going  to  be;  $400  billion,  even  if  it's  a 
good  estimate,  even  if  there's  no  future  legislation  that  might  raise 
that,  that's  only  10  years.  There's  a  year  11,  there's  a  year  12.  This 
is  a  program  that's  going  to  go  on  for  a  long,  long  time.  And  as  one 
of  the  members  of  the  committee  pointed  out,  we're  talking  about 
very,  very  big  numbers. 

My  colleague,  Jagadeesh  Gokhale,  and  I  have  done  an  estimate 
and  our  best  estimate  of  the  increased  costs  of  the  drug  component 
of  these  bills,  the  drug  component  only,  Senate  bill  in  particular, 
is  about  $12  trillion  in  today's  dollars.  That's  on  top  of  the  $30  tril- 
lion unfunded  liability  that  the  Medicare  program  already  has, 
without  adding  any  additional  benefits. 

So  we're  talking  about  big  money.  Who's  going  to  pay  for  this? 
Well,  the  fact  of  the  matter  is  it's  going  to  be  not  us,  not  the  people 
in  this  room  so  much  as  our  children  and  their  children.  The  people 
who  aren't  voters  are  going  to  end  up  paying  the  bill. 

We  need  to  do  something  about  this  and  we  need  to  be  very  care- 
ful. The  Medicare  prescription  drug  benefit  that's  coming  through 
Congress  right  now  is  going  to  cost  much  more  and  probably  do 
much  less  good  than  many,  many  people  realize  and  hope.  Federal 
outlays  will  almost  certainly  grow  faster  over  the  next  decade  than 
current  estimates  indicate.  The  added  liability  that  will  be  incurred 
over  the  long  term  is  enormous.  And  as  I  say,  the  kids  are  going 
to  be  paying  for  this. 

The  issue  here  is  what  people  have  thought  about  is  what  has 
sustained  politically  the  Medicare  program  over  the  years.  The 
Medicare  program  is  rooted  in  a  sense,  with  the  principle  that 
we're  going  to  share  our  burdens,  that  the  working  generations  are 
going  to  help  pay  for  the  health  care  costs  of  the  elderly.  And  that's 
worked  pretty  well  as  long  as  we've  had  big  working  generations 
and  relatively  modest  size  elderly  generations  who  are  receiving 
the  benefits. 

That's  going  to  change.  That's  going  to  change  very  dramatically 
within  the  next,  beginning  within  the  next  10  years.  And  that 
threatens,  that  very  fact  threatens  to  disrupt  the  social  compact 
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that  we  have  established  with  the  Medicare  program.  We  can't  af- 
ford to  do  that.  We  need  the  Medicare  program  to  operate,  if  we're 
going  to  do  that,  then  we're  going  to  have  to  find  a  way  to  actually 
bring  real  reform  to  the  program,  in  addition  to  a  sensible  drug 
benefit. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Antos  follows:] 


46 


The  Cost  of  Adding  a  Prescription  Drug  Benefit  to  Medicare 


Joseph  R.  Antes,  Ph.D. 

Wilson  H.  Taylor  Scholar 
in  Health  Care  and  Retirement  Policy 

Jagadeesh  Gokhale,  Ph.D. 
Visiting  Scholar 

The  American  Enterprise  Institute 


Testimony  Before 

Subcommittee  on  Human  Rights  and  Wellness 
Committee  on  Government  Reform 
U.S.  House  of  Representatives 


July  17,  2003 


47 


Mr.  Chairman  and  Members  of  the  Committee:  Thank  you  for  inviting  me  to  appear  before  you. 
I  am  Joseph  Antos,  the  Wilson  H.  Taylor  Scholar  in  Health  Care  and  Retirement  Policy  at  the 
American  Enterprise  Institute.  I  am  also  adjunct  professor  in  the  School  of  Public  Health  at  the 
University  of  North  Carolina  at  Chapel  Hill.  I  have  previously  served  as  the  assistant  director  for 
health  and  human  resources  at  the  Congressional  Budget  Office  (CBO),  and  earlier  held  several 
research  and  management  positions  in  the  Health  Care  Financing  Administration,  the  precursor 
to  the  Centers  for  Medicare  and  Medicaid  Services  (CMS).  The  coauthor  of  this  testimony  is 
Jagadeesh  Gokhale,  visiting  scholar  at  the  American  Enterprise  Institute  and  an  expert  in  fiscal 
policy.  Dr.  Gokhale  developed  the  estimates  of  Medicare's  long-term  fiscal  imbalance  that  I  will 
describe  later.  The  views  I  present  today  are  my  own  and  those  of  my  coauthor,  and  do  not 
represent  the  position  of  the  institutions  with  which  we  are  associated. 

The  Medicare  program  faces  unprecedented  challenges.  Medicare's  benefit  structure  is 
outmoded  and  inadequate,  failing  to  cover  outpatient  prescription  drugs  or  to  provide  adequate 
financial  protection  for  millions  of  enrollees.  Physicians,  hospitals,  and  other  providers  have 
developed  new  and  better  ways  to  diagnose,  treat,  and  cure  diseases — causing  Medicare 
spending  per  enrollee  to  grow  rapidly.  The  impending  retirement  of  78  million  baby-boomers, 
beginning  in  just  8  years,  will  rapidly  escalate  demands  on  Medicare's  finances. 

These  challenges  cannot  be  avoided.  Steps  must  be  taken  to  improve  and  strengthen 
Medicare  so  that  it  can  meet  the  changing  needs  of  seniors  and  the  disabled,  now  and  in  the 
future.  That  means  the  passage  of  a  prescription  drug  benefit  and  prudent  reforms  that  will 
encourage  competition  among  health  plans,  give  beneficiaries  realistic  choices,  and  begin  to  slow 
the  overall  growth  of  Medicare  costs.  Adding  a  drug  benefit  alone  would  sharply  increase  the 
cost  of  Medicare  to  future  taxpayers  and  jeopardize  the  financial  viability  of  the  program. 

My  testimony  today  will  examine  the  likely  cost  of  a  Medicare  prescription  drug  benefit 
over  the  next  ten  years  and  in  the  decades  to  come.  I  will  make  three  points: 

•  Actual  program  spending  for  Medicare  prescription  drugs  through  2013  will  probably 
exceed  the  $400  billion  currently  projected  by  the  CBO. 

•  Spending  for  prescription  drugs  could  be  constrained,  but  there  are  risks  in  that  approach. 
A  more  comprehensive  strategy  is  needed  to  limit  taxpayer  cost  while  assuring  that 
beneficiaries  receive  appropriate  services. 

•  The  long-term  cost  of  the  new  drug  benefit  is  astronomical  and  will  largely  fall  on  our 
children  and  grandchildren. 

The  Drug  Benefit  Will  Cost  More 

Proposals  for  a  Medicare  prescription  drug  benefit  under  H.R.  1  in  the  House  and  S.  1  in  the 
Senate  would  increase  federal  outlays  by  just  over  $400  billion  through  2013,  according  to  the 
CBO.  That  estimate  could  greatly  understate  actual  outlays  under  a  Medicare  drug  benefit  for 
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two  reasons.  First,  CBO  had  to  make  numerous  assumptions  about  how  the  complex  policies 
proposed  in  the  two  bills  would  actually  work.  The  resulting  estimate  is  highly  uncertain,  and 
there  is  nothing  in  the  legislation  that  would  hold  spending  to  $400  billion.  Second,  the  CBO 
estimate  cannot  account  for  future  legislation  that  could  substantially  increase  program  outlays. 

The  House  and  Senate  bills  posed  an  unusually  difficult  challenge  to  CBO.  Each 
proposal  is  a  major  departure  from  the  way  Medicare  has  operated  in  the  past,  making  it  very 
difficult  to  arrive  at  an  accurate  estimate.  Since  many  of  the  features  of  the  new  benefit  are 
unique,  the  empirical  evidence  used  to  develop  the  cost  estimate  is  more  limited  than  usual.  If 
the  new  drug  plans  are  less  effective  in  containing  costs  the  CBO  has  assumed  or  if  more 
employers  drop  retiree  drug  coverage  than  expected,  federal  spending  could  be  substantially 
greater  than  currently  estimated.  Numerous  other  factors  could  drive  federal  outlays  above 
estimated  levels,  including  changes  in  physician  prescribing  behavior,  unexpected  increases  in 
demand  for  prescription  drugs  by  patients,  and  changes  in  the  pricing  and  marketing  of  drugs  by 
manufacturers. 

Actual  outlays  are  likely  to  be  driven  well  above  the  $400  billion  level  by  changes  in  law 
that  the  CBO  cannot  consider  in  its  estimates.  Even  before  a  drug  benefit  can  be  enacted,  the 
campaign  to  expand  its  generosity  has  begun.  Senator  Kennedy  has  gone  on  record  that  the 
Senate  bill  represents  a  mere  down  payment  on  adequate  drug  coverage. 

One  indication  of  the  cost  of  possible  expansions  is  the  proposal  by  House  Democrats 
that  offers  very  generous  coverage  for  prescription  drugs.  That  proposal  would  increase  outlays 
by  $1  trillion  in  total  over  the  next  10  years.  If  future  policymakers  fill  in  some  of  the  significant 
gaps  in  coverage  under  H.R.  1,  the  $400  billion  drug  benefit  that  is  enacted  this  year  could 
conceivably  cost  double  that  amount  by  2013. 

The  history  of  Medicare  cost  estimating  does  not  leave  one  sanguine  about  the  accuracy 
of  CBO's  estimate.  Actual  spending  has  usually  come  in  much  higher  than  initial  projections, 
reflecting  changes  that  could  not  be  anticipated  in  the  behavior  of  patients  and  providers, 
changes  in  the  practice  of  medicine,  and  changes  in  legislation.    For  example,  in  1965  the 
actuaries  estimated  that  Hospital  Insurance  under  Medicare  would  cost  about  $9  billion  by  1990. 
Actual  spending  was  about  $67  billion  in  that  year. 

History  will  almost  certainly  repeat  itself.  Congress  is  considering  what  appears  to  be  a 
$400  billion  benefit,  but  the  real  cost  is  likely  to  be  much  higher. 


Medicare  Drug  Spending  Could  Be  Held  to  $400  Billion 

House  Speaker  Dennis  Hastert  (R-Ill.)  has  promised  that  the  final  Medicare  bill  will  have  a  cost- 
containment  provision  to  prevent  prescription  drug  spending  from  skyrocketing.  Unless 
considerable  flexibility  and  consumer  choice  are  built  into  the  Medicare  program,  spending 
control  measures  could  have  unintended  consequences.  If  poorly  designed  spending  limits 
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caused  beneficiaries  to  shift  from  prescription  drugs  to  other,  less  restricted  forms  of  treatment, 
that  could  raise  overall  program  costs  and  lower  health  outcomes. 

One  approach  would  cap  total  spending  for  prescription  drugs  in  each  year.  Spending  in 
excess  of  the  cap  in  one  year  could  be  "recouped"  the  following  year  by  reducing  the  federal 
prescription  drug  subsidy.  Plans  would  pass  that  reduction  to  beneficiaries  by  raising  premiums 
or  reducing  the  benefit  (through  increased  cost-sharing  requirements  and  tighter  drug 
formularies).  Stuart  Butler  of  the  Heritage  Foundation  suggests  that  cost  sharing  could  be 
automatically  increased  for  middle-  and  upper-income  beneficiaries,  while  protecting  from  cost 
increases  those  with  low  incomes.1 

This  general  approach  could  be  effective  in  reining  in  the  government's  prescription  drug 
costs.  But  the  exclusive  focus  on  prescription  drugs  overlooks  the  broader  fiscal  problem  facing 
Medicare.  Even  without  a  new  drug  benefit,  Medicare  spending  is  rising  at  an  unsustainably 
high  rate.  The  Medicare  program  has  been  growing  substantially  faster  than  the  economy  since 
1965.  The  baby  boomers,  who  begin  to  turn  age  65  in  eight  years,  will  place  an  unprecedented 
new  demand  on  Medicare. 

Moreover,  by  singling  out  the  new  drug  benefit  for  spending  controls,  we  run  the  risk  of 
biasing  treatment  decisions,  which  could  frustrate  attempts  to  slow  Medicare  spending  without 
harming  patient  welfare.  Rather  than  trying  to  control  the  costs  of  individual  health  services,  as 
Medicare  has  tried  unsuccessfully  over  the  past  three  decades,  we  should  integrate  prescription 
drugs  with  all  other  benefits.  Our  proper  concern  should  be  on  the  overall  growth  in  health 
spending.  Micromanaging  the  cost  of  individual  services  has  proven  to  be  both  ineffective  and 
inefficient. 

The  traditional  Medicare  program  is  an  uncapped  entitlement  to  payment  for  health  care 
providers.  The  payment  incentives  foster  ever-expanding  spending  growth  for  services  that,  at 
the  margin,  are  not  worth  what  they  cost.  A  new  approach,  modeled  after  the  premium  support 
system  of  the  Federal  Employees  Health  Benefits  Program  (FEHBP),  is  needed  if  we  are  to 
control  costs  sensibly.  By  offering  beneficiaries  real  choice  among  health  plans,  we  can  promote 
competition  that  over  time  can  slow  the  growth  of  spending  and  improve  the  value  of  what  we 
purchase. 

H.R.  1  would  introduce  a  new  approach  to  competition  that  places  the  traditional 
Medicare  program  and  the  private  plans  on  a  more  even  footing.  Beginning  in  2010  in  selected 
market  areas,  all  plans  (including  traditional  Medicare)  would  bid  against  the  same  benchmark. 
Beneficiaries  would  pay  lower  premiums  if  they  select  plans  with  below-average  costs.  Those 
choosing  traditional  Medicare  might  face  higher  or  lower  premiums,  depending  on  whether  the 
traditional  program  is  more  effective  in  containing  cost.  Although  it  could  be  improved,  this 
provision  represents  a  very  significant  step  toward  premium  support  and  fair  competition  among 
all  the  health  plans  in  Medicare. 


1  Stuart  Butler,  'The  Crucial  Elements  of  an  Acceptable  Medicare  Bill,"  The  Heritage 
Foundation,  WebMemo  #3 1 1  (July  10,  2003). 
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Huge  Long-Term  Cost  Will  Be  Borne  By  Younger  Generations 

Although  the  political  debate  has  focused  on  the  $400  billion  cost  to  taxpayers  over  the  next  10 
years,  that  ignores  the  fact  that  the  Medicare  drug  benefit  will  cost  hundreds  of  billions  more 
after  2013.  Both  the  House  and  Senate  bills  make  a  permanent  comrnitment  to  a  new  subsidy, 
but  neither  bill  explicitly  mentions  how  that  subsidy  will  be  paid  for.  Instead,  the  proposals  rely 
on  transfers  from  general  funds — in  other  words,  increasing  the  federal  budget  deficit. 

Congress  should  have  a  better  idea  of  the  cost  before  it  enacts  the  permanent  new  drug 
entitlement.  Federal  outlays  for  Medicare  prescription  drugs  will  increase  sharply  as  the  baby 
boomers  retire  and  enroll  in  the  benefit.  Since  the  program  does  not  terminate,  additional  federal 
costs  will  be  incurred  for  the  indefinite  future. 

The  government's  unfunded  obligation  for  the  new  drug  benefit  proposed  in  S.  1  is 
between  $7  trillion  and  $12  trillion  measured  in  today's  dollars.  Those  figures  are  based  on 
CBO's  estimate  of  the  Senate  bill.  The  lower  estimate  assumes  that  the  per-beneficiary  growth 
in  drug  spending  slows  sharply  starting  in  2014.  The  higher  estimate,  which  is  more  realistic, 
assumes  that  the  dramatic  slowdown  in  spending  growth  does  not  begin  until  2041. 

The  $7  trillion  to  $12  trillion  figure  is  the  increased  unfunded  liability  resulting  from  the 
new  benefit.  That  is  on  top  of  Medicare's  existing  shortfall,  some  $30  trillion  in  today's  dollars. 
By  comparison,  Social  Security  is  a  model  of  fiscal  prudence,  with  unfunded  obligations  of  about 
$7  trillion. 

Those  figures  do  not  reflect  any  program  savings  that  might  accrue  because  of  other 
reforms.  The  Senate  bill  does  not  include  any  incentives  for  broader  competition  that  would 
yield  future  cost  savings.  As  mentioned  earlier,  the  House  bill  does  include  such  incentives,  and 
the  potential  savings  could  be  quite  significant  over  time.  Although  we  could  not  make  a  direct 
estimate  of  the  impact  of  H.R.  l's  reform  provisions,  the  administration's  original  proposal 
provides  some  basis  for  speculation.  The  latter  proposal,  which  included  strong  incentives  for 
competition,  would  generate  about  $6  trillion  in  unfunded  obligations.  That  cuts  the  long-term 
cost  of  the  drug  benefit  in  half. 

Although  the  proposals  do  not  address  financing,  ultimately  someone  will  have  to  pay  the 
bill.  Congress  will  no  doubt  try  to  reduce  overall  Medicare  spending  in  future  budget  deals,  once 
the  size  of  the  financial  commitment  becomes  known.  It  may  force  wider-ranging  cuts,  putting 
housing,  education,  transportation,  and  other  services  at  risk.  Or  Congress  could  raise  taxes  to 
prevent  the  burgeoning  deficits  from  damaging  economic  growth.  Tax  hikes  appear  to  be  the 
most  probable  outcome,  simply  because  once  the  baby  boomers  retire,  they  will  constitute  a 
potent  political  force  seeking  to  preserve  and  expand  their  entitlement  to  Medicare  benefits. 

One  possible  funding  approach  is  a  new  permanent  tax  on  wages  sufficient  to  pay  for  the 
benefit.  Suppose  such  a  tax  was  imposed  starting  in  2004.  Today's  seniors  would  pay  little 
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additional  tax  under  that  approach,  since  they  are  already  out  of  the  labor  force.  After  taxes,  the 
average  person  over  the  age  of  56  would  gain  nearly  $10,000  in  drug  benefits  measured  in 
today's  dollars.  Baby  boomers  would  shoulder  some  of  the  cost,  but  they  would  still  come  out 
ahead.  Measured  in  today's  dollars,  the  average  boomer  would  gain  $21,000  in  new  benefits, 
and  would  pay  about  $18,000  in  new  taxes. 

The  big  losers  are  150  million  Generation-Xers  and  others  born  after  1964.  They  would 
receive  about  $23,000  in  benefits  per  person,  but  each  would  have  to  pay  about  $30,000  in  new 
taxes  over  their  lifetimes  (measured  in  today's  dollars).  Children,  who  obviously  do  not  get  a 
vote,  would  pay  the  most. 

Congress  is  unlikely  to  consider  ways  to  pay  for  the  new  Medicare  outlays  until  there  is  a 
fiscal  crisis  brought  on  by  rising  budget  deficits.  The  longer  Congress  waits  to  pay  its  bills,  the 
more  those  costs  will  be  shifted  from  older  generations  to  younger  ones.  Delaying  the  tax 
increase  to  2014,  for  example,  reduces  the  tax  burden  of  boomers  by  about  $1 1,000  per  person. 
Their  children  and  grandchildren  would  have  to  pay  even  higher  taxes  as  a  result. 

If  we  fail  to  take  the  first  steps  toward  real  reform,  we  run  the  risk  of  upsetting  the  social 
compact  that  has  sustained  Medicare  since  1965.  The  beneficiary  population  will  rise  sharply  as 
the  boomers  reach  age  65,  outstripping  growth  in  the  number  of  workers  paying  their  bills. 
Younger  generations  will  eventually  find  that  the  massive  shift  of  resources  from  them  to  their 
elders  has  become  unbearable,  and  political  support  for  the  status  quo  will  vanish  to  the 
detriment  of  everyone.  The  unraveling  of  Medicare  could  be  avoided,  but  only  if  we  begin  to 
face  the  inescapable  facts  about  the  program's  future. 

Conclusion 

The  Medicare  prescription  drug  benefit  advancing  through  Congress  will  cost  much  more,  and 
do  less  good,  than  many  legislators  realize.  Federal  outlays  will  almost  certainly  grow  faster 
over  the  next  decade  than  current  estimates  indicate,  and  the  added  liability  that  will  be  incurred 
over  the  long  term  is  enormous.  That  money  is  not  well  spent,  as  the  proposals  displace  the  good 
coverage  that  many  Medicare  beneficiaries  already  have  and  extend  generous  subsidies  even  to 
the  wealthy.  For  all  of  that  spending,  Congress  will  hear  plenty  of  complaints  over  the  coming 
years  that  the  benefit  is  not  good  enough. 

Medicare  clearly  needs  to  be  modernized,  and  prescription  drugs  are  an  essential  part  of 
that  modernization.  Medicare  remains  firmly  rooted  in  the  insurance  market  of  1965.  The  four- 
year  debate  over  a  prescription  drug  benefit  is  proof  that  the  program  as  currently  structured  is 
not  responsive  to  the  changing  needs  of  consumers  or  the  changing  face  of  medicine,  and  does 
little  to  foster  cost-effective  health  care.  Simply  adding  a  new  benefit  would  not  resolve 
Medicare's  fundamental  problems  that  drive  spending  levels  skyward. 

Reforms  that  go  beyond  prescription  drugs  are  needed  if  the  program  is  to  survive  the 
financial  pressures  created  by  the  baby  boomers,  who  will  double  Medicare  enrollment  by  2030. 
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The  policy  objective  should  be  to  moderate  the  growth  in  health  costs  without  also  cutting  the 
value  of  what  we  buy.  The  FEHBP,  which  has  served  federal  employees  and  retirees  well  for  40 
years,  presents  a  practical  model  to  achieve  that  objective  in  Medicare.  Congress  has  an 
opportunity  in  the  current  legislation  to  adopt  elements  of  an  FEHBP-style  reform  and  improve 
upon  them.  This  might  be  the  last,  best  chance  that  Medicare  will  have  to  prepare  for  a 
demanding  and  difficult  future. 
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Mr.  Burton.  Thank  you,  Mr.  Antos.  We'll  have,  I'm  sure,  ques- 
tions for  you  as  well. 
Mr.  Newcomb. 

Mr.  Newcomb.  Chairman  Burton  and  members  of  the  Human 
Rights  and  Wellness  Subcommittee,  thank  you  for  holding  this 
hearing  today  on  the  proposed  Medicare  prescription  drug  benefit 
and  its  effects  on  seniors. 

My  name  is  Donald  Newcomb,  from  Indianapolis,  IN.  I  am  here 
today  representing  the  Alliance  for  Retired  Americans.  The  Alli- 
ance is  a  national  organization  of  over  3  million  members  that 
works  to  create  an  America  that  protects  the  health  and  economic 
security  of  seniors,  rewards  work,  strengthens  families  and  builds 
thriving  communities. 

I  worked  for  Ford  Motor  Co.  and  Visteon  in  Indiana  for  38  years. 
It  was  my  entire  working  life,  except  for  4  years  I  spent  in  the  Air 
Force.  For  3  years,  I  was  a  UAW  International  benefit  representa- 
tive, where  I  dealt  with  many  problems  retirees  face  under  current 
health  coverage.  Although  Visteon  was  spun  off  from  Ford  in  1999, 
we  still  receive  retirement  benefits  from  past  UAW-Ford  agree- 
ments. Our  benefits  include  an  employer  paid  prescription  drug 
program  with  a  retiree  co-payment.  Our  retirees  receive  lower  So- 
cial Security  and  pension  payments  because  part  of  our  benefit 
package  goes  to  pay  for  retiree  health  care.  Now  those  benefits  are 
threatened. 

I  retired  last  year.  The  main  reasons  were  my  wife's  illness  and 
my  brother's  heart  attack.  My  wife  was  taking  17  prescriptions  at 
the  time.  Fortunately,  her  condition  has  improved,  she  is  now  down 
to  three  prescriptions.  We  are  afraid,  however,  that  this  will  not 
continue.  My  brother's  heart  attack  has  disabled  him.  After  having 
bypass  surgery,  he  is  now  taking  several  prescriptions.  His  wife  is 
terminally  ill  with  cancer  and  is  undergoing  radiation  and  chemo 
at  the  same  time.  My  mother-in-law  needs  several  prescriptions  be- 
cause she  suffers  from  Alzheimer's  disease.  I  myself  take  prescrip- 
tion medicine  for  high  cholesterol  and  back  problems.  As  you  well 
know,  prescription  drugs  are  a  central  part  of  medical  care  today. 

I  and  other  UAW  retirees  are  worried  that  the  bill  passed  by  the 
U.S.  House  of  Representatives,  H.R.  1,  will  put  Visteon  and  other 
retirees  at  risk  of  losing  their  prescription  drug  coverage.  Many 
employers  may  use  the  legislation  to  drop  retiree  coverage.  I  know 
that  the  Congressional  Budget  Office  told  you  that  over  4  million 
retirees  with  prescription  drug  coverage  could  lose  those  benefits 
under  this  bill.  Members  of  the  subcommittee,  I  am  here  today  to 
tell  you  that  I  am  1  of  those  4  million,  and  I  am  worried  to  death 
what  the  effect  would  be  on  my  family  and  on  other  retirees  in  my 
community  and  Nation.  Already  I  have  seen  first  hand  many 
friends  dropped  by  their  HMOs  in  Hancock  County,  IN. 

We  are  troubled  that  this  bill  does  not  provide  incentives  for  em- 
ployers to  provide  or  keep  retiree  health  coverage.  We  have  to  re- 
negotiate our  retiree  benefits  when  our  UAW  contract  expires  this 
year,  and  we  are  afraid  that  prescription  drug  benefit  is  one  of  the 
things  that  may  go.  Loss  of  our  prescription  coverage  would  dras- 
tically reduce  our  benefits  and  greatly  increase  our  out  of  pocket 
costs.  Right  now  we  have  no  monthly  premiums,  we  have  no  deduc- 
tions to  meet  before  our  benefit  starts.  Our  co-pay  is  only  $5  for 
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generic  drugs,  with  varying  costs  for  brand  names.  Remember, 
these  are  hard  won  benefits  for  which  retirees  received  lower  wages 
during  their  working  lives  and  now  have  lower  Social  Security  and 
pension  checks  in  their  retirement. 

The  House  bill  discriminates  against  retirees  who  have  coverage 
through  employer  provided  health  plans.  The  fact  that  employer 
contributions  will  not  count  toward  meeting  the  stop  loss  protection 
is  deeply  troubling.  That's  not  the  way  it  currently  works  for  Part 
A  and  Part  B  in  existing  Medicare  for  hospital  and  doctor  care.  The 
employer  contributions  count. 

Although  many  in  Congress  may  claim  this  trick  will  save  money 
for  Medicare,  any  provision  that  encourages  employers  to  drop 
their  retiree  benefits  will  only  end  up  costing  the  Federal  Govern- 
ment more,  and  hurt  millions  of  seniors  in  the  process.  If  you  are 
not  eligible  for  Medicare,  and  I  am  not  yet  65  myself,  the  results 
could  be  financially  disastrous  with  potentially  no  coverage  at  all. 

Members  of  the  subcommittee,  I'm  here  to  ask  you  to  enact  a 
drug  benefit  that  supports  employers  that  are  doing  the  right  thing 
in  providing  prescription  drug  benefits  for  their  retirees.  Millions 
of  seniors  have  relied  on  and  planned  their  retirements  based  on 
these  benefits.  To  do  otherwise  will  further  threaten  retiree  drug 
coverage  and  will  make  millions  of  seniors  worse  off.  Thank  you 
very  much  for  inviting  me  today. 

[The  prepared  statement  of  Mr.  Newcomb  follows:] 
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Chairman  Burton  and  Members  of  the  Human  Rights  and  Wellness 
Subcommittee,  thank  you  for  holding  this  hearing  today  on  the  proposed 
Medicare  prescription  drug  benefit  and  its  effect  on  seniors. 

My  name  is  Donald  Newcomb  from  Indianapolis,  Indiana.  I  am  here 
today  representing  the  Alliance  for  Retired  Americans.  The  Alliance  is  a 
national  organization  of  over  three  million  members  that  works  to  create  an 
America  that  protects  the  health  and  economic  security  of  seniors,  rewards 
work,  strengthens  families  and  builds  thriving  communities.  It  was  launched 
in  January  2001  by  a  national  coalition  of  labor  unions  and  community- 
based  organizations  dedicated  to  improving  the  quality  of  life  for  retirees 
and  older  Americans. 

I  worked  for  the  Ford  Motor  Company  and  Visteon  in  Indiana  for  38 
years.  It  was  my  entire  working  life  except  for  four  years  I  spent  in  the  Air 
Force.  For  three  years  I  was  a  UAW  international  benefits  representative 
where  I  dealt  with  the  many  problems  retirees  face  under  current  health 
coverage.  Although  Visteon  was  spun  off  from  Ford  in  1999,  we  still 
receive  retirement  benefits  from  past  UAW-Ford  agreements.  Our  benefits 
include  an  employer-paid  prescription  drug  program  with  a  retiree  co-pay. 
In  order  to  obtain  that  coverage,  wages  and  pension  contributions  are  lower 
as  a  result  of  the  UAW-Ford  agreements.  Our  retirees  receive  lower  Social 
Security  and  pension  payments  because  part  of  our  benefits  package  goes  to 
pay  for  retiree  health  care.  Now  those  benefits  are  threatened. 

I  retired  last  year.  The  main  reasons  were  my  wife's  illness  and  my 
brother's  heart  attack.  My  wife  was  taking  1 7  prescriptions  at  the  time. 
Fortunately,  her  condition  has  improved  and  she  is  now  down  to  three 
prescriptions.  We  are  afraid,  however,  this  will  not  continue.  My  brother's 
heart  attack  has  disabled  him.  After  having  by-pass  surgery,  he  is  now 
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taking  several  prescriptions.  His  wife  is  terminally  ill  with  cancer  and  is 
undergoing  radiation  and  chemotherapy  at  the  same  time.  My  mother-in-law 
needs  several  prescriptions  because  she  suffers  from  Alzheimer's  disease.  I, 
myself,  take  prescription  medication  for  high  cholesterol  and  back  problems. 
As  you  well  know,  prescription  drugs  are  a  central  part  of  medical  care 
today. 

I  and  other  UAW  retirees  are  worried  that  the  bill  passed  by  the  U.S. 
House  of  Representatives,  H.R.  1 ,  will  put  Visteon  and  other  retirees  at  risk 
of  losing  their  prescription  drug  coverage.  Many  employers  may  use  the 
legislation  to  drop  retiree  coverage.  I  know  that  the  Congressional  Budget 
Office  has  told  you  that  over  four  million  retirees  with  prescription  drug 
coverage  could  lose  those  benefits  under  this  bill.  Members  of  the 
Subcommittee,  I  am  here  today  to  tell  you  that  I  am  one  of  those  four 
million.  And  I  am  worried  to  death  what  the  effect  would  be  on  my  family 
and  on  other  retirees  in  my  community  and  nation.  Already,  I  have  seen 
firsthand  many  friends  dropped  by  their  HMOs  in  Hancock  County  in 
Indiana. 

We  are  troubled  that  this  bill  does  not  provide  incentives  for 
employers  to  provide  or  keep  retiree  health  coverage.  We  have  to 
re -negotiate  our  retiree  benefits  when  our  UAW  contract  expires  this  year. 
We  are  afraid  that  a  prescription  drug  benefit  is  one  of  the  things  that  may 
go- 

Loss  of  our  prescription  coverage  would  drastically  reduce  our 
benefits  and  greatly  increase  our  out-of-pocket  costs.  Right  now,  we  have 
no  monthly  premium.  We  have  no  deductible  to  meet  before  our  benefit 
starts.  Our  co-pay  is  only  $5  for  generic  drugs,  with  varying  costs  for  brand 
names.  Remember,  these  are  hard-won  benefits  for  which  retirees  received 
lower  wages  during  their  working  lives  and  now  have  lower  Social  Security 
and  pension  checks  in  their  retirement. 

Under  H.R.  1,  we  would  pay  $35  per  month  and  a  $250  deductible 
before  receiving  any  benefit.  We  would  then  have  a  co-pay  of  20%  on  the 
next  $1750.  After  that  we  will  be  responsible  for  all  the  costs  of  our 
prescriptions  from  $2000  to  $4900,  while  still  paying  premiums  every 
month. 
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The  House  bill  discriminates  against  retirees  who  have  coverage 
through  employer-provided  health  plans.  The  fact  that  employer 
contributions  would  not  count  toward  meeting  the  catastrophic  "stop-loss" 
protection  is  deeply  troubling.  That's  not  the  way  it  currently  works  for 
Parts  A  and  B  in  existing  Medicare  for  hospital  and  doctor  care.  The 
employer  contributions  count.  Although  many  in  Congress  may  claim  this 
trick  will  save  money  for  Medicare,  any  provision  that  encourages 
employers  to  drop  their  retiree  benefits  will  only  end  up  costing  the  federal 
government  more  -  and  hurt  millions  of  seniors  in  the  process.  And,  if 
you're  not  eligible  for  Medicare,  and  I  am  not  yet  65,  the  results  could  be 
financially  disastrous  -  with  potentially  no  coverage  at  all. 

Employer-sponsored  retiree  health  benefits  are  the  single  greatest 
source  of  coverage  for  retirees,  providing  drug  coverage  for  nearly  one  in 
three  Medicare  beneficiaries.  However,  retiree  coverage  is  declining 
dramatically.  Just  34  percent  of  all  large  firms  with  200  or  more  workers 
offered  retiree  benefits  in  2002.  That  is  down  from  68  percent  of  all  large 
firms  in  1988.  The  way  that  H.R.1  treats  employer  provided  coverage  the 
situation  could  only  get  worse.  More  burdens  will  actually  fall  on  the 
federal  government  and  more  retirees  will  be  hurt  in  the  process. 

Members  of  the  Subcommittee,  I  am  here  today  to  ask  that  you  enact  a 
drug  benefit  that  supports  employers  that  are  doing  the  right  thing  and 
providing  prescription  drug  benefits  to  their  retirees.  Millions  of  seniors 
have  relied  on  and  planned  their  retirements  based  on  these  benefits.  To  do 
otherwise  will  further  threaten  retiree  drug  coverage  and  will  make  millions 
of  seniors  worse  off.  Thank  you  very  much  for  inviting  me  here. 
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Mr.  Burton.  Thank  you,  Mr.  Newcomb.  It's  nice  to  have  you 
with  us  from  the  great  State  of  Indiana. 

I  don't  mean  to  overlook  the  greatness  of  your  other  States,  but 
Indiana  is  dear  to  my  heart. 

Ms.  Darling. 

Ms.  Darling.  Mr.  Chairman  and  members  of  the  subcommittee, 
thank  you  for  inviting  me  to  appear  before  you  this  afternoon.  I'm 
Helen  Darling,  president  of  the  Washington  Business  Group  on 
Health,  which  is  a  national  organization  of  175  large  employers, 
dedicated  to  finding  innovative  and  forward  thinking  solutions  to 
the  Nation's  most  important  health  care  and  health  benefits  issues. 
Our  membership  provides  health  care  coverage  for  more  than  40 
million  U.S.  workers,  retirees  and  their  families,  including  Mr. 
Newcomb. 

WBGH  commends  the  chairman  and  the  subcommittee  for  hold- 
ing a  hearing  at  this  critical  juncture  as  Congress  has  taken  a  first 
critical  step  toward  providing  outpatient  prescription  drug  coverage 
for  the  Medicare  population.  We  believe  that  a  Medicare  prescrip- 
tion drug  benefit  is  long  overdue  and  is  vitally  important  for  sen- 
iors and  the  disabled,  given  the  dramatic  changes  in  medicine  and 
health  benefits  since  1965. 

Comprehensive  reform  of  the  overall  program,  however,  is  also 
necessary  for  the  long  term  financial  survival,  in  fact,  you  might 
say  the  short  term  and  long  term  financial  survival,  of  the  Medi- 
care program.  Employers  and  employees  pay  for  Medicare  through 
the  payroll  tax  and  other  taxes.  Employers  and  today's  active  em- 
ployees have  a  significant  interest  in  the  fiscal  health  and  long 
term  viability  of  Medicare.  We  support  comprehensive  reform  to 
stabilize  Medicare's  financial  condition  and  modernize  its  benefit 
and  plan  design.  And  as  you  said  so  eloquently,  Mr.  Chairman,  ear- 
lier today,  we  owe  all  Americans  a  sense  of  security  that  they  will 
have  good  health  coverage  during  their  later  years  and  that  their 
children  and  grandchildren  won't  be  overburdened  with  taxes  and 
benefit  limitations  because  we  did  not  face  these  complex  problems 
at  this  critical  time. 

But  for  this  to  be  affordable  now  and  in  the  long  term,  the  Medi- 
care program  must  promote  and  pay  for  appropriate  use  of  health 
care  services.  And  built  into  some  of  the  perhaps  fear  inducing  esti- 
mates of  the  future  are  assumptions  about  whether  or  not  these 
benefits  will  be  managed  or  not,  and  that  is  critical.  We  will  only 
find  budgetary  room  for  all  of  the  new  care  that  everyone  hopes  to 
have  if  we  weed  out  unnecessary  and  less  than  appropriate  medical 
treatments  and  prescription  drugs.  Getting  the  price  right  and  fair, 
as  we  heard  so  much  about  earlier,  is  essential.  But  if  the  drug  is 
not  needed  at  all,  then  even  a  low  price  is  a  waste. 

Today  employers  voluntarily  provide  prescription  drug  benefits  to 
12  million  of  the  Nation's  Medicare  beneficiaries.  Employers  are 
pleased  that  the  new  prescription  drug  benefit  that  Congress  is 
considering  would  provide  added  flexibility,  and  we  heard  several 
reasons  why,  for  employers  to  coordinate  with  the  Medicare  pro- 
gram and  allow  employers  to  continue  to  use  many  of  the  private 
sector  tools  for  innovation,  patient  safety  and  quality  improvement. 
Employers  provide  health  coverage  whether  for  active  employees 
and  their  dependents  or  retirees  on  a  voluntary  basis,  either  di- 
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rectly  through  self-insured  plans  or  by  purchasing  coverage 
through  a  health  plan  or  insurance  company.  The  decision  to  pro- 
vide health  coverage  and  the  level  and  scope  of  benefits  depends  on 
a  number  of  factors,  including  employers'  needs  to  attract  and  re- 
tain the  best  talent,  labor  market  conditions,  economic  conditions, 
company  growth  and  profitability  and  the  cost  of  health  and  other 
benefits. 

Changes  in  the  way  accounting  rules  create  long  term  costs  of 
providing  retiree  health  benefits  have  been  a  major  factor  in  em- 
ployer decisions  about  retiree  health  coverage.  For  early  retirees, 
those  who  are  below  age  65,  some  employer  plans  provide  access 
to  group  health  insurance  that  retirees  often  have  difficulty  if  they 
were  obtaining  them  on  their  own.  Retiree  health  insurance  bridges 
the  gap  in  coverage  until  Medicare  eligibility.  Employer  plans  as- 
sist one  in  three  retirees  age  65  and  over  by  helping  pay  for  some 
of  the  benefits  not  covered  by  Medicare,  particularly  prescription 
drugs. 

Nearly  all  employers  that  provide  health  benefits  to  65  year  old 
retirees,  and  that  is  a  shrinking  group  of  employers,  cover  prescrip- 
tion drugs.  As  a  consequence  of  high  cost  increases,  over  50  percent 
in  the  last  5  years,  14  percent  this  year,  an  estimated  14  percent 
next  year  for  employers,  the  percentage  of  large  employers  who 
offer  retiree  medical  coverage  at  all  has  been  falling  for  over  a  dec- 
ade and  is  not  a  new  phenomenon. 

According  to  Hewitt  Associates,  the  percentage  of  employers  with 
more  than  1,000  employees,  and  those  are  really  big  companies  by 
American  standards,  offering  health  benefits,  the  percentage  of  em- 
ployers offering  health  benefits  to  early  retirees,  that  is  pre-65,  de- 
clined from  88  percent  in  1991  to  72  percent  in  2003.  The  percent- 
age of  large  employers  with  more  than  1,000  employees  offering 
any  health  benefits  to  post-65  retirees  dropped  from  80  percent  in 
1991  to  61  percent  in  2003. 

Smaller  employers  are  even  less  likely  to  offer  health  benefits  to 
retirees.  According  to  AHRQ,  only  22  percent  of  all  private  employ- 
ers, irrespective  of  size,  offered  early  retiree  health  benefits  in 
1997,  and  only  12  percent  did  so  in  2000.  The  comparable  percent- 
age for  Medicare  eligible  retirees  was  20  percent  in  1997  and  11 
percent  in  2000.  That  is  nationwide. 

Because  of  their  cost  pressures  in  a  tough  economy,  those  em- 
ployers who  continue  to  offer  retiree  health  benefits  are  increasing 
the  age  and  service  requirements  for  eligibility,  asking  retirees  to 
pay  more  and  reducing  benefits.  Outside  of  the  Government  sector, 
the  public  sector,  very  few  employers  in  this  country  are  currently 
offering  retiree  benefits  to  new  hires  and  even  fewer  plan  to  offer 
such  coverage  for  future  hires.  So  much  of  the  discussion,  much  of 
what  we're  talking  about  has  focused  on  current  seniors  and  Medi- 
care. Seventy-eight  percent  of  them  have  some  form  of  supple- 
mental coverage  in  2000.  By  contrast,  a  Medicare  prescription  drug 
benefit  is  more  likely  to  be  the  only  source  of  prescription  drug  cov- 
erage for  future  Medicare  beneficiaries. 

Because  employers  have  modified  retiree  health  benefits  over  the 
years,  they  also  have  very  complicated  plans.  Many  of  them,  for  ex- 
ample, the  Business  Roundtable  study  by  Price  Waterhouse  Coo- 
pers found,  that  employers  surveyed  on  average  7  different  retiree 


61 


plans  with  a  high  of  140  plans  in  one  company.  These  plans  varied 
by  premium,  charge,  cost  sharing  benefit  design  and  geographic  lo- 
cation, which  is  why  flexibility  is  so  important. 

I  have  some  comments  to  make  about  Medicare's  primary  and 
secondary,  but  I'll  wait  for  those  for  your  questions.  I  would  just 
say  one  final  point  I'd  like  to  say,  there's  part  of  Medicare  restruc- 
turing and  trying  to  deal  with  the  cost.  It's  going  to  be  very  impor- 
tant that  all  the  tools  used  by  the  private  sector  to  control  costs 
will  be  built  into  these  programs.  Thank  you. 

[The  prepared  statement  of  Ms.  Darling  follows:] 
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Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  for  inviting  me  to  appear 
before  you  this  afternoon.  I  am  Helen  Darling,  President  of  the  Washington  Business 
Group  on  Health  (WBGH).  Founded  in  3  974,  WBGH  is  a  national  organization  of  175 
large  employers  dedicated  to  finding  innovative  and  forward-thinking  solutions  to  the 
nation's  most  important  health  care  and  health  benefits  issues.  Our  membership  provides 
health  care  coverage  for  more  than  40  million  U.S.  workers,  retirees,  and  their  families. 

WBGH  commends  the  Subcommittee  for  holding  a  hearing  at  this  critical  juncture  as 
Congress  has  taken  the  first  step  toward  providing  outpatient  prescription  drug  coverage 
for  the  Medicare  population  and  is  soon  to  convene  the  House  -Senate  conference  on 
compromise  legislation.  WBGH  believes  that  a  Medicare  prescription  drug  benefit  is 
certainly  long  overdue  and  vitally  important  for  seniors  given  the  dramatic  changes  in 
medicine  and  health  benefits  in  the  private  sector  since  1965.  Medicare  beneficiaries 
deserve  access  to  the  same  type  of  health  care  coverage  options  and  benefits  as  other 
Americans.  Comprehensive  reform  of  the  overall  program  is  also  necessary  for  the  long- 
term  financial  survival  of  the  Medicare  program.  Since  employers  and  employees  pay  for 
Medicare  through  the  payroll  tax  and  other  taxes,  employers  and  today's  active  employees 
have  a  significant  interest  in  the  fiscal  health  and  long  term  viability  of  the  Medicare 
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program.  WBGH  and  employers  support  comprehensive  reform  of  the  Medicare  program 
to  stabilize  its  financial  condition  and  modernize  its  benefit  and  plan  design.  We  owe  all 
Americans  a  sense  of  security  that  they  will  have  good  health  coverage  during  their  later 
years  and  that  their  children  and  grandchildren  won't  be  overburdened  with  taxes  and 
benefit  limitations  because  we  didn't  face  these  complex  problems  now.  As  part  of 
Medicare  reform,  an  outpatient  prescription  drug  benefit  should  be  included.  It  makes  no 
sense  that  people  who  have  the  greatest  need  for  prescription  drugs  have  no  coverage  under 
Medicare.  But,  for  this  to  be  affordable  now  and  in  the  long  term,  the  Medicare  program 
must  promote  and  pay  for  appropriate  use  of  health  care  services,  including  medications, 
that  are  proven  to  be  cost-effective  and  enhance  the  quality  and  safety  for  Medicare 
beneficiaries.  We  will  only  find  budgetary  room  for  all  of  the  new  care  that  everyone  hopes 
to  have  if  we  weed  out  unnecessary  and  less  than  appropriate  medical  treatments  and 
prescription  drugs. 

Today,  employers  voluntarily  provide  prescription  drug  benefits  to  12  million  of  the 
nation's  Medicare  beneficiaries.  Employers  are  pleased  that  the  framework  for  the  new 
prescription  drug  benefit  that  Congress  is  considering  would  provide  added  flexibility  for 
employers  to  coordinate  with  the  Medicare  program  and  allow  employers  to  continue  to 
use  many  of  the  private  sector  tools  for  innovation,  patient  safety  and  quality  improvement. 
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My  testimony  today  focuses  on  fee  following  issues  related  to  the  Medicare  changes  that 
Congress  is  contemplating: 

•  The  current  state  of  employer-sponsored  retiree  health  benefits, 

•  The  effect  of  a  Medicare  prescription  drag  benefit  on  employers,  and 

•  Employer  views  on  Medicare  reform 

It  is  my  hope  that  this  testimony  will  help  to  clarify  the  facts,  answer  some  questions,  and 
dispel  misconceptions  surrounding  employer-sponsored  retiree  medical  benefits  as  you 
consider  historic  changes  to  the  Medicare  program  in  the  coming  weeks. 

EMPLOYER-  SPONSORED  RETIREE-HEALTH  BENEFITS 

Employers  provide  health  coverage,  whether  for  active  employees  and  their  dependents  or 
for  retirees,  on  a  voluntary  basis  either  directly  through  self-insured  plans  or  by  purchasing 
coverage  through  a  health  plan  or  insurance  company.  The  decision  to  provide  health 
coverage,  the  level  and  scope  of  benefits,  and  the  amount  of  funds  that  employers 
contribute  to  their  health  plans  depend  on  a  number  of  factors  including  the  needs  of 
employers'  active  and  retired  workforce,  snployers'  needs  to  attract  and  retain  the  best 
talent,  labor  market  conditions,  economic  conditions,  company  growth  and  profitability, 
and  the  costs  of  health  and  other  benefits.  Furthermore,  changes  in  the  way  accounting 
rules  treat  the  long-term  costs  of  providing  retiree  health  benefits  have  been  a  major  factor 
in  the  employer  decisions  about  retiree  health  coverage.  For  early  retirees,  those  who  are 
below  age  65,  some  employer  plans  provide  access  to  group  health  insurance  that  retirees 
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often  have  difficulty  obtaining  on  their  own.  Retiree  health  insurance  bridges  the  gap  in 
coverage  until  Medicare  eligibility.  Employer  plans  assist  one  in  three  retirees  age  65  and 
over  by  helping  pay  for  benefits  not  covered  by  Medicare,  such  as  prescription  drugs. 
Nearly  all  employers  that  provide  health  benefits  to  age  65+  retirees  -a  shrinking  group  of 
employers—cover  prescription  drugs. 

•  The  Percentage  of  Employers  Offering  Retiree  Medical  Coverage  Has  Been 
Declining  for  Over  10  Years 

Annual  increases  in  expenditures  for  health  benefits,  including  prescription  drug  expenses, 

have  been  growing  much  faster  than  inflation  for  a  number  of  years.  Employers'  costs  for 

health  care  have  increased  50%  in  the  past  five  years  and  are  expected  to  continue 

increasing  by  double  digits  for  the  near  future.  In  the  face  of  rising  health  care  costs,  large 

employers  have  been  modifying  retiree  health  plans  to  maintain  coverage,  but  it  is  not  an 

easy  task.  As  a  consequence  of  this  and  other  factors,  the  percentage  of  large  employers 

who  offer  retiree  medical  coverage  has  been  falling  for  over  a  decade  and  is  not  a  new 

phenomenon.  According  to  data  from  Hewitt  Associates,1  the  percentage  of  employers 

with  more  than  1000  employees  offering  health  benefits  to  early  retirees  declined  from 

88%  in  1991  to  72%  in  2003.  Similarly,  the  percentage  of  large  employers  with  more  than 

1000  employees  offering  health  benefits  to  post-65  retirees  dropped  from  80%  in  1991  to 

61%  in  2003.  Smaller  employers  are  even  less  likely  to  offer  health  benefits  to  retirees. 

1  Hewitt  Associates  SpecBook  TM  database  of  approximately  100O  large  employers  with  more  than  1000  employees. 
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According  to  the  Agency  for  Healthcare  Research  and  Quality  (AHRQ),  only  22%  of  all 
private  employers  (irrespective  of  size)  offered  early  retiree  health  benefits  in  1 997  and 
only  12%  did  so  in  2000.  The  comparable  percentage  for  Medicare-eligible  retirees  was 
20%  in  1997  and  1 1%  in  2000. 

Because  of  their  cost  pressures  in  a  tough  economy,  those  employers  who  continue  to  offer 
retiree  health  benefits  are  increasing  the  age  and  service  requirements  for  eligibility,  asking 
retirees  to  pay  more,  and  reducing  benefits. 

•  Retiree  Medical  Benefits  for  Younger  Workers,  New  Hires,  and  Future 
Hires  Is  Virtually  N on-Existent 

Because  of  the  rising  cost  of  health  benefits  and  other  factors,  a  natural  evolution  has 

occurred  in  the  marketplace  that  has  practically  eliminated  retiree  health  benefits  for  future 

retirees.  Outside  of  the  government  sector,  very  few  employers  are  currently  offering 

retiree  health  benefits  to  new  hires  and  even  fewer  plan  to  offer  such  coverage  for  future 

hires.  Furthermore,  active  employees,  particularly  those  more  recently  hired  are  likely  to 

have  either  no  retiree  health  benefits  or  substantially  reduced  retiree  health  benefits 

compared  to  older  employees  and  those  who  have  been  with  their  employer  longer.  While 

much  of  the  discussion  and  concern  in  Congress  has  focused  on  current  seniors  in 

Medicare,  78%  of  them  had  some  sort  of  supplemental  coverage  in  2000  according  to 
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CMS,  the  majority  with  prescription  drug  coverage.2  By  contrast,  a  Medicare  prescription 
drug  benefit  is  more  likely  to  be  the  only  source  of  prescription  drug  coverage  for  future 
Medicare  beneficiaries. 

•  Employers  Providing  Retiree  Health  Benefits  Often  Have  Multiple  Plans 

Because  employers  have  modified  retiree  health  benefits  over  the  years  for  different 
cohorts  of  retirees  depending  on  when  they  retired,  a  single  employer  may  have  multiple 
plans.  A  recent  survey  of  large  employers  conducted  by  PriceWaterhouse  Coopers  for  The 
Business  Roundtable  found  that  employers  surveyed  had,  on  average,  seven  different 
retiree  plans  with  a  high  of  140  plans  within  one  company3  These  plans  vary  by  premium 
charged,  cost  sharing,  benefit  designs,  and  geographic  location. 

•  Medicare  Is  the  Primary  Insurer  for  Retirees  Age  65+ 

Since  its  inception  in  1965,  Medicare  has  served  as  the  primary  insurer  for  people  who 
qualify  for  Medicare  upon  reaching  age  65,  with  employers  who  offer  retiree  health 
benefits  supplementing  Medicare  benefits  for  eligible  retirees.  Medicare  is  only  the 
secondary  insurer  to  employer-sponsored  coverage  for  people  age  65  and  over  who  are  still 
working  and  for  some  people  who  are  covered  under  a  health  care  plan  of  their  working 
spouse  or  who  qualify  for  Medicare  because  of  disability.  This  secondary  coverage 

2  Medicare  Current  Beneficiary  Survey,  2000.  Office  of  Research,  Development  and  Information,  CMS 
Washington  Business  Group  on  Health  6 


69 

sponsored  by  employers  is  an  enhanced  benefit  "(wrap  around)"to  Medicare,  usually 
covering  cost  sharing  requirements  such  as  paying  Medicare  Part  B  premiums,  and  paying 
for  benefits  not  covered  by  Medicare,  notably  prescription  drugs. 

When  Medicare  adds  benefits  or  when  a  person  turns  65,  the  benefits  provided  under  a 
typical  employer-sponsored  retiree  health  plan  are  treated  as  supplemental  to  Medicare, 
both  to  avoid  duplicative  coverage  and  to  provide  the  retiree  with  enhanced  coverage 
beyond  what  is  available  under  Medicare.  Before  age  65,  the  employer-sponsored 
coverage  selves  as  the  primary  insurer  for  early  retirees  who  are  not  Medicare  eligible 
because  they  are  younger  than  65.  However,  when  retirees  turn  65,  Medicare  becomes  the 
primary  insurer  and  the  employer  coverage  becomes  secondary  if  the  company  offers  it  to 
Medicare  eligibles. 

POTENTIAL  EFFECT  ON  EMPLOYER-SPONSORED  RETIREE  HEALTH 
BENEFITS 

It  is  difficult  to  evaluate  the  effect  of  a  Medicare  prescription  drug  benefit  on  employers 
and  Medicare-eligible  retirees  in  employer  plans  given  that  the  legislation  is  not  yet  final. 
Furthermore,  the  House  and  Senate  versions  differ,  employer  plans  vary  in  design, 
employers  operate  within  different  constraints  and  consider  different  factors  when  making 
decisions  about  benefits,  and  they  would  likely  evaluate  their  options  differently. 


3  Price Waterhouse  Coopers,  Retiree  Health  Coverage  Survey  of  Business  Roundtable  Member  Companies,  May  2003. 
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However,  employers  axe  generally  veiy  pleased  with  the  flexibility  that  both  the  House  and 
Senate  bills  offer  employer-sponsored  plans,  which  will  make  it  easier  to  continue  the 
voluntary  offering  of  health  benefits  to  retirees.  Under  both  bills,  employers  may  offer 
actuarially  equivalent  prescription  benefits  plus  enhanced  benefits  beyond  what  Medicare 
covers  and  receive  a  federal  subsidy,  pay  the  prescription  drug  premium  for  retirees  and 
provide  enhanced  benefits,  elect  Medicare  Advantage  and  provide  enhanced  benefits,  or 
provide  enhanced  benefits  that  wrap  around  the  expanded  Medicare  benefit. 

The  following  considerations  are  important  to  keep  in  mind  when  talking  about  any 
estimates  of  how  employers  are  likely  to  respond  to  the  availability  of  a  Medicare 
prescription  drug  benefit  and  the  continuing  challenge  of  rising  prescription  drug  costs: 

•  Current  Retirees  with  Employer  Coverage  Are  Very  Likely  to  Keep  It 

The  most  common  action  taken  by  employers  over  the  last  decade  has  been  to  maintain 
retiree  health  coverage  for  current  retirees  and  "grandfathered"  future  retirees  but  eliminate 
or  reduce  the  future  availability  of  similar  benefits  for  those  who  are  currently  active 
employees  and  for  new  hires.  It  is  likely  that  only  a  small  percentage  of  employers  will 
terminate  coverage  for  current  retirees. 
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•  The  Percent  of  Employers  Dropping  Retiree  Health  Benefits  Will  Be  No 
Greater  than  in  the  Absence  of  a  Medicare  Prescription  Drug  Benefit 

As  stated  earlier,  the  decline  in  employers  offering  retiree  health  benefits  is  an  ongoing 

trend  that  will  continue.  However,  we  believe  that  with  the  establishment  of  a  Medicare 

prescription  drug  benefit,  this  long  term  trend  may  be  slower  than  it  would  have  been  in 

the  absence  of  legislation  because  of  the  flexibility  and  new  coverage  options  this 

legislation  provides  to  employers  that  choose  to  assist  their  retirees  in  paying  for  health 

care  costs.  A  Hewitt  Associates  survey  of  large  employers  for  the  Kaiser  Family 

Foundation,  estimated  that  only  1 8%  of  those  currently  offering  retiree  health  benefits  are 

likely  to  terminate  coverage  for  future  retirees  if  Congress  enacts  a  Medicare  prescription 

drug  benefit.  Conversely,  Hewitt  Associates  estimated  that  82%  of  large  employers  who 

currently  offer  retiree  health  benefits  are  likely  to  maintain  coverage,  wrap  around  the 

expanded  Medicare  benefit,  or  pay  premiums  for  Medicare  prescription  drug  coverage  on 

behalf  of  their  retirees. 

MEDICARE  REFORM 

The  motivation  for  Medicare  reform  is,  and  should  be,  more  than  financial.  Medicare  is 
modeled  after  indemnity  insurance  and  the  way  health  care  was  organized  and  financed  in 
the  1960s.  One  of  the  glaring  gaps  is  the  absence  of  a  prescription  drug  benefit. 
Employers  believe  that  America  owes  Medicare  beneficiaries  the  financial  and  health 
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security  that  would  be  provided  by  an  affordable,  up-to-date  Medicare  program  that 
delivers  high  quality  care,  including  outpatient  prescription  drugs. 


Yet  clearly  federal  and  societal  resources  are  not  infinite.  As  our  society  ages  and  health 
care  costs  generally  rise,  the  Medicare  program  needs  major  structural  reform  to  assure  the 
financial  soundness  of  the  program  for  future  generations.  Mr.  Chairman,  WBGH  and  our 
employer  members  appreciate  the  very  thoughtful  leadership  that  you  and  many  of  your 
colleagues  have  shown  regarding  concern  for  the  long-term  viability  of  the  Medicare 
program. 

Employers  are  encouraged  that  both  the  House  and  the  Senate  bills  would  take  significant 
initial  steps  in  this  direction  through  the  creation  of  more  competing  private  plan  options 
through  Medicare  Advantage;  other  efforts  to  enhance  the  array  of  quality  health  plan 
choices  for  Medicare  beneficiaries;  and  the  addition  of  preventive  services,  disease 
management  and  chronic  care  coordination  to  manage  high  cost  cases. 

Employers  have  a  significant  stake  in  the  financial  viability  and  sustainability  of  the 
Medicare  program.  Employers  and  employees  help  pay  for  the  Medicare  program  through 
the  payroll  tax  and  other  taxes.  In  addition,  Medicare  competes  not  only  with  other 
spending  priorities  for  a  share  of  the  federal  budget,  but  also  with  private  sector  spending 
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for  a  share  of  the  national  economy  and  thus  impacts  overall  economic  conditions.  In  the 
future,  as  the  Medicare  population  grows  (because  of  increased  longevity  and  greater 
numbers  of  older  Americans)  and  health  care  utilization  increases,  Medicare  spending  and 
decisions  affecting  Medicare  will  have  a  greater  effect  on  the  overall  economy.  Employers 
therefore  have  an  interest  in  the  program's  fiscal  soundness  and  its  ability  to  cover  program 
expenses  without  an  increase  in  taxes  and  without  crowding  out  private  sector  investment 
dollars  and  consequently  raising  the  cost  of  borrowing  through  higher  interest  rates  for 
consumers  and  business. 

In  addition  to  enlistment  of  market  forces  and  better  management  of  beneficiaries  with 
high  cost,  chronic  conditions,  Medicare  must  identify  and  deploy  best  practices  in 
treatment  and  the  use  of  technology  in  both  the  delivery  and  administration  of  health 
benefits  to  meet  the  challenges  of  rising  health  care  costs.  Many  employers,  including 
many  of  WBGH's  members,  are  increasingly  using  the  tools  listed  below  as  they  make 
health  plan  purchasing  decisions  and  manage  health  benefit  programs  to  channel  health 
care  dollars  where  they  are  most  appropriate.  The  most  recent  survey  by  WBGH  and 
Watson  Wyatt  on  employer  health  care  trends  found  that  companies  that  are  aggressive 
value  purchasers  had  significantly  smaller  increases  in  health  care  costs  (e.g.,  10%  vs.  14% 
trend)  compared  to  other  employers.4 
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WBGH  believes  that  it  is  criticaily  important  to  assure  that  Medicare  funds  are  used  to 
purchase  the  highest  value,  most  cost-effective  care  for  beneficiaries  and  that  the  following 
tools  should  be  adopted  by  the  entire  Medicare  program  as  soon  as  possible: 

•  Cover  Only  Safe,  Appropriate  Services  and  Treatments  for  Beneficiaries  and 
Their  Conditions 

Health  care  services,  including  prescription  drugs,  should  be  limited  to  the  most  cost- 
effective,  medically  and  therapeutically  appropriate  services  for  the  treatment  of  a 
beneficiary's  injury,  illness,  or  pregnancy.  Medicare's  framework  should  reflect  a  much 
higher  standard  than  "a  prescription  written  is  a  prescription  covered  or  a  service 
performed  is  a  service  covered." 

By  definition,  cosmetic  and  discretionary  prescriptions  or  those  prescribed  for  treatment 
not  approved  by  the  Federal  Food  and  Drug  Administration  should  require  substantial 
support  for  coverage  approval. 

•  Promote  Effective  Use  of  Health  Care  Services  to  Improve  Outcomes  and  Value 

Prescription  drugs  are  just  one  tool  for  improving  health.  Thus,  a  Medicare  prescription 
drug  benefit  should  be  oriented  toward  patient-specific,  medically  appropriate,  cost- 


4  Eighth  Annual  Washington  Business  Group  on  Health/Watson  Wyatt  Survey  Report,  Spring  2003. 
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effective  prescribing  and  dispensing  practices.  Similarly,  all  health  care  services  provided 
should  be  oriented  toward  patient-specific,  medically  appropriate,  cost-effective  treatment. 


In  the  case  of  prescription  drugs,  Medicare  should  require  the  use  of  state-of-the-art 
management  techniques,  such  as  but  not  limited  to,  an  electronic  data  infrastructure, 
beneficiary  education  and  communication  on  pharmaceutical  safety,  therapeutic 
interchange,  formularies,  generic  drug  use  where  appropriate,  drug  interaction  edits, 
accurate  and  efficient  filling  of  prescriptions,  prior  authorization,  utilization  review,  step 
therapy,  health  care  management,  physician  education  on  appropriate  prescribing  and 
evidence-based  medicine,  dose  optimization,  mail  order,  pharmacy  networks,  and  other 
steps  to  foster  appropriate  use. 

•  Emphasize  Quality  Improvement  and  Patient  Safety 

Medicare  should  utilize  a  consistent  set  of  evidence-based,  best  practice  standards  for 
coverage  to  drive  improvement  in  quality,  safety  and  value.  Coverage  standards  should 
encourage  the  use  of  care  appropriate  to  the  beneficiary's  medical  condition.  Physicians 
and  other  health  care  providers  and  hospitals  and  other  health  care  facilities  who  can 
demonstrably  show  better  risk-adjusted  health  outcomes  shouldbe  financially  rewarded  for 
their  performance  and  beneficiaries  should  have  incentives  to  use  these  higher  quality 
providers  and  facilities. 
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Medicare  should  also  require  medical  error  reduction  initiatives  and  safety  process 
improvements  for  all  health  care  services,  including  the  dispensing  of  medications  in  both 
the  inpatient  and  outpatient  settings. 

•  Share  and  Disclose  Information  to  Promote  Quality  and  Protect  Patients 

Medicare  should  provide  beneficiaries  with  access  to  user-friendly  health  care  performance 
information  from  hospitals,  physicians,  other  health  care  facilities  and  other  health  care 
professionals  on  safety,  effectiveness,  efficiency,  and  consumer  experience.  Medicare 
should  also  provide  beneficiaries  with  information  on  and  alternative  herapies  or 
medications.  This  information  will  help  beneficiaries,  their  caregivers  and  their  families 
make  more  informed  decisions  about  their  health  care. 

This  concludes  my  testimony.  I  appreciate  the  opportunity  to  share  the  Washington 
Business  Group  on  Health's  perspective  on  this  important  issue,  and  I  look  forward  to 
answering  any  questions  that  the  Subcommittee  may  have. 
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Mr.  Burton.  Thank  you,  Ms.  Darling. 
Ms.  Shearer. 

Ms.  Shearer.  Thank  you. 

Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  very 
much  for  the  opportunity  to  present  Consumers  Union's  views  on 
the  importance  of  curbing  the  growth  of  prescription  drug  expendi- 
tures as  part  of  Medicare  reform.  The  issue  is  of  utmost  importance 
as  the  Medicare  legislation  is  considered  by  the  conference  commit- 
tee, and  is  central  to  the  success  or  failure  of  the  bill  in  relieving 
the  financial  burden  that  seniors  and  the  disabled  incur  because  of 
prescription  drug  costs. 

Whether  your  preferred  method  of  providing  coverage  is  to  ex- 
pand the  role  of  the  private  marketplace  or  to  rely  on  an  expanded 
governmental  role,  lower  growth  of  expenditures  will  make  it  easier 
to  design  a  decent  benefit.  Lower  growth  in  prescription  drug  ex- 
penditures can  mean  a  lower  burden  on  taxpayers,  more  restrained 
growth  of  Federal  deficits,  lower  premiums  for  beneficiaries,  and  a 
more  generous  benefit. 

Clearly,  restraining  the  growth  of  prescription  drug  expenditures 
provides  a  win-win  situation  for  consumers  and  for  taxpayers.  In 
order  to  assess  the  level  of  relief  offered  by  various  bills  that  are 
under  consideration  in  Congress,  we  focused  on  the  beneficiaries' 
out  of  pocket  costs  that  they  would  have  once  the  new  program  is 
fully  implemented.  While  measures  such  as  benefits  paid  are  im- 
portant to  Congress  and  to  taxpayers,  when  it  comes  to  seniors  and 
the  disabled,  they  are  the  most  concerned  about  the  direct  impact 
of  the  legislation  on  their  premiums  paid,  their  cost  sharing  and 
their  uncovered  expenses.  These  are  determined  by  the  benefit  de- 
sign and  by  the  rate  of  growth  in  prescription  drug  prices  and  utili- 
zation. 

For  purposes  of  our  analysis,  we  assumed  that  the  private  mar- 
ketplace would  respond  as  Congress  intends  it  to,  there  would  be 
coverage  available  at  the  estimated  average  premium  assumed  in 
the  legislation.  In  our  report,  skimpy  benefits  and  unchecked  ex- 
penditures, Medicare  prescription  drug  bills  fail  to  offer  adequate 
protection  for  seniors  and  people  with  disabilities,  we  considered 
individuals  who  have  no  prescription  drug  coverage  in  2003.  We  fo- 
cused on  individuals  at  various  points  of  the  distribution  of  pre- 
scription drug  expenditures.  We  took  the  total  amount  that  they 
would  spend  on  medicines  in  the  year  2003  and  then  estimated 
what  their  total  expenditures  would  be  in  the  year  2007,  the  year 
after  full  implementation  of  the  legislation. 

We  assumed  that  prescription  drug  expenditures  would  continue 
to  increase  at  the  average  rate  that  they  have  grown  for  the  past 
5  years.  We  then  deflated  the  2007  spending  numbers  for  overall 
inflation  to  express  the  out  of  pocket  figure  in  real  2003  dollars.  We 
found  that  the  combination  of  the  modest  benefits  in  the  bill  and 
the  rapidly  increasing  prescription  drug  expenditures  mean  that 
consumers  will  not  experience  the  relief  from  high  out  of  pocket 
costs  that  they  are  expecting  from  reform. 

Specifically,  we  found  that  for  the  average  Medicare  beneficiary 
without  prescription  drug  coverage  in  2003  spending  $2,300  would 
find  that  his  or  her  out  of  pocket  costs  for  prescription  drugs,  in- 
cluding premium,  deductible,  co-payments  and  "doughnut"  are 
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higher  in  2007  despite  the  new  prescription  drug  benefit  and  would 
total  $2,950.  A  person  at  the  top  third  of  prescription  drug  spend- 
ing with  costs  of  $3,000  in  2003  would  find  that  his  or  her  out  of 
pocket  costs  would  reach  $4,100  in  2007. 

In  our  written  statement,  we've  provided  some  of  the  numbers 
relating  to  the  spiraling  prescription  drug  costs,  including  some  fig- 
ures comparing  our  record  in  the  United  States  with  experiences 
in  other  countries.  We  have  described  some  of  the  pioneering  ef- 
forts in  States  that  have  the  potential  to  lead  our  country  toward 
focusing  on  getting  more  bang  for  our  prescription  drug  buck. 

In  the  interest  of  time,  I'm  going  to  move  ahead  to  our  list  of  four 
key  steps  that  Congress  should  take,  and  the  sooner  the  better.  We 
believe  that  Congress  should  first  structure  the  new  Medicare  pre- 
scription drug  benefit  in  a  way  that  puts  the  full  purchasing  power 
of  the  Federal  Government  to  work  negotiating  on  behalf  of  con- 
sumers and  taxpayers.  You  may  recall  that  when  Secretary  Thomp- 
son negotiated  for  a  discount  on  Cipro,  the  Federal  Government 
discount  was  over  80  percent. 

Second,  increase  the  bang  for  the  buck  for  the  taxpayer  and  the 
consumer  prescription  drug  dollar  by  encouraging  the  purchase  of 
medicines  that  are  the  most  cost  effective,  as  opposed  to  the  most 
heavily  advertised.  The  first  step  would  be  to  enact  H.R.  2356,  the 
Prescription  Drug  Comparative  Effectiveness  Act,  the  Allen  Emer- 
son bill,  which  I  note  is  co-sponsored  by  Chairman  Burton  and 
Congressman  Gutknecht.  And  this  would  expand  the  data  base  of 
evidenced  based  objective  scientific  studies  and  synthesis  of  the 
comparative  effectiveness  of  different  medicines,  freeing  consumers 
and  the  Government  from  reliance  on  information  that  comes 
through  direct  to  consumer  advertising. 

Third,  consider  adopting  strategies  that  have  been  successful  in 
other  countries  to  curb  costs  without  sacrificing  quality.  And 
fourth,  speed  generics  to  the  marketplace. 

In  conclusion,  the  steps  outlined  above  merely  scratch  the  sur- 
face of  policy  options  that  Congress  should  consider  to  ensure  that 
the  prescription  drug  marketplace  better  serves  all  consumers,  not 
only  those  fortunate  enough  to  have  prescription  drug  coverage  or 
the  means  to  pay  the  high  prices  charged  for  medicines.  We  urge 
you  to  call  in  experts  who  are  independent  of  the  pharmaceutical 
industry,  if  you  can  find  any,  in  this  country  and  from  around  the 
world,  to  help  you  shape  options  this  year  and  in  future  years  that 
will  allow  all  consumers  to  afford  the  medications  that  they  des- 
perately need. 

If  Congress  were  to  enact  a  Medicare  benefit  that  combines  a 
modest  prescription  drug  benefit  without  aggressive  cost  contain- 
ment, the  end  result  would  be  skyrocketing  prescription  drug  ex- 
penditures, larger  Federal  budget  deficits  and  continued  high  prof- 
itability for  the  pharmaceutical  industry.  The  United  States  should 
establish  the  goal  of  greater  value  for  prescription  dollar  as  a  top 
priority.  By  using  taxpayer  and  consumer  dollars  to  buy  more  cost 
effective  medications,  billions  of  dollars  could  be  saved. 

If  our  Nation  could  cut  the  rate  of  growth  of  these  expenditures, 
we  would  create  a  win- win  for  taxpayers.  If  we  fail  to  rein  in  the 
growth  of  expenditures  any  new  Medicare  prescription  drug  benefit 
would  be  hard  pressed  to  provide  meaningful  relief  to  Medicare 
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beneficiaries  whose  out  of  pocket  costs  would  continue  to  grow. 
Congress  would  be  breaking  a  promise  to  beneficiaries,  and  it  will 
fail  to  meet  their  expectations  that  a  new  benefit  will  provide  the 
needed  relief. 
Thank  you. 

[The  prepared  statement  of  Ms.  Shearer  follows:] 
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Summary:  Consumers  Union  Testimony  on 
Medicare  Prescription  Drug  Benefit 

Whether  your  preferred  method  of  providing  Medicare  prescription  drug  coverage  is  to  expand 
the  role  of  the  private  marketplace  or  to  rely  on  an  expanded  governmental  role,  lower  growth 
of  expenditures  make  it  is  far  easier  to  design  a  decent  benefit.  The  rapid  growth  in 
prescription  drug  expenditures,  combined  with  a  modest  Medicare  prescription  drug  benefit, 
create  a  troubling  reality  for  Medicare  beneficiaries:  If  prescription  drug  expenditures 
continue  to  increase  at  the  same  rate  as  the  past  five  years,  many  Medicare  beneficiaries  would 
find  that  their  out-of-pocket  costs  in  2007  are  actually  higher  than  they  are  today,  even  with 
coverage  as  provided  in  H.R.  1 .  We  do  not  believe  that  the  average  Medicare  beneficiary  will 
view  this  legislation  as  providing  meaningful  relief  from  the  financial  burden  of  prescription 
drug  expenditures.  Specifically: 

•  the  average  Medicare  beneficiary  (without  prescription  drug  coverage)  spending 
$2,31 8  in  2003  would  find  that  his  or  her  out-of-pocket  costs  for  prescription  drugs 
(including  the  premium,  deductible,  co-payments,  and  "doughnut")  are  higher  in 
2007,  despite  the  new  prescription  drug  benefit,  and  would  total  $2,954  (in  real  2003 
dollars). 

•  A  person  in  the  top  third  of  prescription  drug  spending,  with  annual  costs  of  $3,000  in 
2003,  would  find  that  his  her  out-of-pocket  costs  reach  $4,1 12  in  2007  (real  2003 
dollars). 

Drug  costs  are  increasing  at  an  unacceptably  high  annual  rate,  forcing  U.S.  consumers  to  pay 
higher  prices  than  consumers  in  Europe  and  Canada. 

Congress  should  take  aggressive  steps  to  rein  in  the  growth  of  prescription  drug  expenditures, 
including: 

•  Enact  a  Medicare  prescription  drug  benefit  that  puts  the  full  purchasing  power  of  the 
federal  government  to  work  negotiating  on  behalf  of  consumers  and  taxpayers. 

•  Encourage  the  purchase  of  medicines  that  are  the  most  cost-effective. 

•  Consider  adopting  strategies  that  have  been  successful  in  other  countries  and  states  to 
curb  prescription  drug  expenditures  without  sacrificing  quality. 

•  Speed  generics  to  the  marketplace. 

If  Congress  were  to  enact  a  Medicare  benefit  that  combines  a  modest  prescription  drug  benefit 
without  aggressive  cost  containment,  the  end  result  will  be  skyrocketing  prescription  drug 
expenditures,  larger  federal  budget  deficits,  and  continued  high  profitability  for  the 
pharmaceutical  industry.  The  U.S.  should  establish  the  goal  of  achieving  greater  value  per 
prescription  drug  dollar  as  a  top  priority.  Restraining  growth  of  prescription  drug  expenditures 
provides  a  win/win  situation  for  consumers  and  taxpayers. 
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Consumers  Union  Testimony  on 
Medicare  Prescription  Drug  Benefit 

Thank  you  for  inviting  Consumers  Union1  to  testify  on  the  need  to  curb  the 
growth  of  prescription  drug  expenditures  in  the  context  of  a  new  Medicare  benefit. 
As  the  Medicare  prescription  drug  bills  passed  by  the  House  and  the  Senate  are 
considered  in  the  conference  committee,  a  central  issue  to  the  success  or  failure  of 
the  bill's  ability  to  rein  in  the  spiraling  expenditures  of  prescription  drugs.  This 
issue  is  important  for  Medicare  beneficiaries  who  seek  relief  from  high  out-of- 
pocket  costs  for  their  medicines  (including  premium  deductible,  cost-sharing,  and 
uncovered  costs).2  It  is  also  crucial  to  taxpayers  who  will  pay  a  large  share  of  the 
cost  for  this  benefit. 

Whether  your  preferred  method  of  providing  coverage  is  to  expand  the 
role  of  the  private  marketplace  or  to  rely  on  an  expanded  governmental  role, 
lower  growth  of  expenditures  will  make  it  far  easier  to  design  a  decent 
benefit.  Lower  growth  in  prescription  drug  expenditures  can  mean  a  lower  burden 
on  taxpayers,  more  restrained  growth  of  federal  deficits,  lower  premiums  for 
beneficiaries,  and  a  more  generous  benefit  design.  Clearly,  restraining  growth  of 
prescription  drug  expenditures  provides  a  win/win  situation  for  consumers  and 
taxpayers. 

The  benefit  design  of  H.R.I, 
combined  with  rapidly  increasing  prescription  drug  expenditures, 
will  leave  consumers  with  high  out-of-pocket  costs 

The  rapid  growth  in  prescription  drug  expenditures,  combined  with  a 
modest  Medicare  prescription  drug  benefit  in  H.R.  1,  create  a  troubling  reality  for 
Medicare  beneficiaries:  If  prescription  drug  expenditures  continue  to  increase  at 
the  same  rate  as  during  the  past  five  years,  many  Medicare  beneficiaries  will  find 
that  their  out-of-pocket  costs  in  2007  will  actually  be  higher  than  they  are  today, 
even  with  coverage  as  provided  in  H.R.  1. 

As  the  Medicare  prescription  drug  bills  moved  through  the  House  and  the 
Senate,  we  analyzed  the  anticipated  out-of-pocket  costs  for  consumers  with 
different  prescription  drug  expenditure  levels  once  the  bills  are  fully  implemented 
in  the  year  2007.  Out-of-pocket  costs  (including  premiums,  deductibles,  cost- 
sharing,  and  coverage  gaps)  are  a  key  measure  of  the  financial  burden-or  relief 
from  financial  hardship--  that  consumers  will  experience  when  a  new  benefit  is 
available.  For  purposes  of  our  analysis,  we  assumed  that  the  private  marketplace 
would  respond  as  Congress  intends  it  to:  there  will  be  coverage  available  at  the 
estimated  average  premium  assumed  in  the  legislation.  We  question  whether  this 
will  indeed  be  the  case,  but  these  issues  are  put  aside  for  the  purpose  of  our  report 
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and  this  testimony.  While  out-of-pocket  costs  are  the  key  measure  of  burden  for 
consumers,  they  tell  only  part  of  the  story,  and  it  is  important  for  Congress  to  also 
consider  the  actual  benefit  paid,  since  this  determines  the  ultimate  cost  to  the 
federal  budget.  The  rate  of  growth  of  prescription  drug  prices  is  a  key  determinant 
of  both  the  projected  out-of-pocket  costs  and  the  projected  level  of  benefits  for 
Medicare  beneficiaries. 

In  Consumers  Union's  report  Skimpy  Benefits  and  Unchecked 
Expenditures:  Medicare  Prescription  Drug  Bills  Fail  to  Offer  Adequate  Protection 
for  Seniors  and  People  with  Disabilities,5  we  considered  individuals  who  have  no 
prescription  drug  coverage  in  2003.  We  focused  on  individuals  at  the  average 
level  of  drug  expenditures,  in  the  bottom,  middle,  and  top  third  of  the  distribution 
of  health  expenditures,  and  with  catastrophic  expenditures.  We  took  the  total 
amount  they  would  spend  on  medicines  in  the  year  2003,  and  then  estimated  what 
their  total  expenditures  would  by  in  2007  (the  year  after  the  program  is 
implemented),  assuming  that  prescription  drug  expenditures  increase  at  the  same 
average  rate  that  they  have  increased  over  the  last  five  years,  1 7  percent.  We 
deflated  the  2007  expenditures  for  overall  inflation,  assumed  to  be  the  same  as  it 
has  been  for  the  past  5  years  (2.5  percent  CPI),  to  express  the  figure  in  real  2003 
dollars. 

We  do  not  believe  that  the  average  Medicare  beneficiary  will  view  this 
legislation  as  providing  meaningful  relief  from  the  financial  burden  of  prescription 
drug  expenditures.  Our  results  were  alarming: 

•  The  average  Medicare  beneficiary  (without  prescription  drug  coverage) 
spending  $2,318  in  2003  would  find  that  his  or  her  out-of-pocket  costs  for 
prescription  drugs  (including  the  premium,  deductible,  co-payments,  and 
"doughnut")  are  higher  in  2007,  despite  the  new  prescription  drug  benefit,  and 
would  total  $2,954  (in  real  2003  dollars). 

•  A  Medicare  beneficiary  with  relatively  low  expenditures  in  2003  of  $500  (i.e. 
the  bottom  third  of  spending)  would  find  his  or  her  out-of-pocket  payments  for 
prescription  drugs  are  $790  in  2007  (real  2003  dollars). 

•  A  beneficiary  in  the  middle  third  of  spending  has  prescription  costs  of  about 
$1,500  in  2003,  and  would  find  that  his  or  her  out-of-pocket  spending  for 
prescription  drugs  is  $1,566  in  2007  (real  2003  dollars). 

•  A  person  in  the  top  third  of  prescription  drug  spending,  with  costs  of  $3,000  in 
2003,  would  find  that  his  her  out-of-pocket  costs  reach  $4,1 12  in  2007  (real 
2003  dollars). 

•  A  person  with  prescription  drug  expenditures  in  the  catastrophic  range,  $6,000 
in  2003,  would  face  reduced  out-of-pocket  spending  of  $4,120  in  2007  (real 
2003  dollars). 
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We  tested  to  see  how  sensitive  our  findings  were  to  the  assumed  rate  of 
growth  of  prescription  drug  expenditures,  and  changed  the  assumed  rate  of  growth 
from  the  recent  level  (17  percent)  to  a  more  moderate  level  of  12  percent  per  year. 
If  prescription  drug  growth  moderates  from  historical  levels  to  12  percent  per  year, 
then  the  average  Medicare  beneficiary  will  face  out-of-pocket  costs  in  2007  of 
approximately  the  same  level  as  those  of  2003,  even  after  enactment  of  a  Medicare 
prescription  drug  benefit  ($2,318  in  2003;  $2,323  in  2007). 

Drug  Costs  are  Increasing  at  an  Unacceptably  High  Annual  Rate 
forcing  U.S.  Consumers  to  Pay  Higher  Prices 
than  Consumers  in  Europe  and  Canada4 

The  fundamental  problem  that  will  continue  to  drive  up  consumers'  out-of- 
pocket  costs  and  taxpayer  costs  (to  fund  a  future  Medicare  prescription  drug 
benefit)  is  the  unrestrained  double-digit  annual  increase  in  prescription  drug 
expenditures.  Prescription  drug  expenditures  (which  include  both  price  increases 
and  utilization  changes)  have  been  increasing  at  an  annual  rate  of  about  1 7 
percent.3  2001  marked  the  seventh  consecutive  year  of  double-digit 
expenditures  growth  for  prescription  drugs.6  The  average  consumer  uses  10.8 
prescription  drugs  per  year.  Americans  spent  $122  billion  on  prescription  drugs  in 
2000,  and  $142  billion  in  2001. 7  Projections  for  2002  and  future  years  are 
considerably  higher.8  Prescription  drug  spending  represents  about  10  percent  of 
health  care  spending.9  On  average,  Medicare  beneficiaries  use  28.5  prescriptions 
per  year,  and  this  number  is  expected  to  increase  to  38.5  by  2010. 10  Just  last  week, 
Families  USA  reported  that  the  prices  of  the  50  drugs  most  frequently  used  by  the 
elderly  increased  at  3.4  times  the  rate  of  inflation  in  2002. 11 

"  We  can  benefit  from  experiences  of  other  countries  that  have  more 
successfully  addressed  the  challenge  of  reining  in  prescription  drug  expenditures 
without  sacrificing  quality  or  efficacy.  When  New  Zealand  introduced  a  system  of 
reference  pricing  in  1993,  prescription  expenditures  had  been  increasing  at  a  rate 
of  1 0  to  20  percent  a  year.  With  reference  pricing,  the  rate  of  increase  slowed  and 
stabilized  to  only  3  percent  per  year  since  the  mid-1 990s. u  (As  described  below, 
reference  pricing  is  a  pricing  structure  that  bases  prices  paid  for  drugs  on  the 
comparative  effectiveness  of  various  medicines.  It  rewards  the  manufacturers  of 
cost-effective  medicines.) 

Lessons  can  also  be  learned  from  recent  state  efforts  to  get  more  "bang"  for 
the  prescription  drug  buck.  Michigan,  for  example,  began  to  phase-in  its  preferred 
drug  list  (which  requires  prior  authorization  for  drugs  not  on  the  list)  in  February 
2002.  Within  four  months,  well  over  90  percent  of  prescriptions  for  drugs  of  most 
therapeutic  categories  were  from  the  preferred  list.  Average  weekly  pharmacy 
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cost  per  claim  (in  Medicaid  fee-for-serve)  was  cut  by  $3.39,  a  reduction  of  7 
percent  from  projected  costs.13 

Oregon  has  done  pioneering  work  in  conducting  intense  public  reviews  of 
the  scientific  evidence  regarding  the  cost-effectiveness  of  medicines  for  various 
therapeutic  drug  categories,  and  has  used  these  reviews  as  the  basis  for  its 
preferred  drug  lists  in  Medicaid.  When  the  Oregon  Health  Sciences  University 
and  the  Oregon  Health  Resources  Commission  reviewed  opiods  for  treatment  of 
non-cancer  pain,  they  determined  that  there  was  insufficient  evidence  to  draw  any 
conclusions  about  the  comparative  effectiveness  of  different  medications  such  as 
Oxycontin  and  morphine  sulfate  (LA).  After  this  finding,  sales  of  the  preferred 
generic  and  benchmark  drug  for  this  category  (morphine  sulfate)  increased  by  20 
percent.14 

A  recent  AARP  International  Forum  on  Prescription  Drug  Policy15 
showcased  the  United  States'  costly  failure  to  address  the  issue  of  making 
prescription  drugs  affordable  to  all.  Among  the  facts  presented  by  experts  from 
around  the  world  were: 

•  U.S.  drug  prices  are  the  highest  by  far  when  compared  with  prices  in  European 
countries,  ranging  (for  a  5-year  average)  from  67  to  143  percent  higher  than 
European  countries  (France,  Germany,  Italy,  Netherlands,  Spain,  Austria, 
Belgium,  and  Finland)  (Paul  Kanavos) 

•  Prices  paid  for  patented  drugs  in  2001  were  69%  higher  in  the  U.S.  than  the 
prices  paid  in  Canada  (Bob  Nagakawa) 

•  European  countries  have  used  a  wide  range  of  techniques  to  curb  prescription 
drug  expenditures,  with  an  emphasis  on  attaining  "value- for-money"  for  their 
prescription  drug  expenditures  and  experimenting  with  policy  changes  to  curb 
prices.  Techniques  include:  practice  guidelines;  encouragement  of  generics; 
prescription  audits;  reference  pricing;  limits  on  prices  for  me-too  drugs;  taxes 
on  promotion  expenditure;  developing  a  market  for  parallel  imports;  and  fixed 
or  revenue  budgets  for  the  industry  (Paul  Kavanos) 

Steps  that  Congress  should  take  to  rein  in  growth  of 
prescription  drug  expenditures 

Congress  could  provide  substantial  relief  to  consumers  and  taxpayers  alike 
if  it  took  aggressive  steps  to  curb  the  growth  of  prescription  drug  expenditures.  In 
an  effort  to  maximize  benefits  and  minimize  financial  burden  on  beneficiaries, 
Congress  should  adopt  a  two-prong  policy:  it  should  enact  legislation  that  would 
rein  in  prescription  drug  expenditures,  and  it  should  build  a  prescription  drug 
benefit  into  Medicare.  If  Congress  were  to  enact  a  Medicare  benefit  that  combines 
a  modest  prescription  drug  benefit  without  aggressive  cost  containment,  the  path  it 
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seems  to  be  on,  the  end  result  will  be  skyrocketing  prescription  drug  expenditures, 
larger  federal  budget  deficits,  and  continued  high  profitability  for  the 
pharmaceutical  industry.  As  noted  above,  other  countries  have  aggressively 
pursued  creative  policy-making  to  get  more  bang  for  their  prescription  drug  Euro 
or  Pound.  The  U.S.  should  establish  the  goal  of  greater  value  per  prescription  drug 
dollar  as  a  top  priority.  Other  countries  have  devised  policies  that  curb 
expenditures  without  sacrificing  quality  of  care;  the  U.S.  should  learn  from  their 
experiences. 

Some  of  the  steps  that  Congress  could  take  to  protect  taxpayers  at  the  same 
time  that  it  protects  consumers  include: 

1.  Structure  the  new  Medicare  prescription  drug  benefit  in  a  way  that  puts 
the  full  purchasing  power  of  the  federal  government  to  work  negotiating 
on  behalf  of  consumers  and  taxpayers. 

We  can  learn  a  lot  from  the  experience  that  the  federal  government  had  in 
negotiating  a  low  price  for  CIPRO  with  Bayer.  While  there  was  criticism  that  the 
agreement  allowed  Bayer  to  make  an  extraordinary  profit,  according  to  a  press 
release  issued  by  the  Department  of  Health  and  Human  Services,  HHS  was  to  pay 
95  cents  per  tablet  (with  options  to  buy  additional  supplies  at  85  cents  and  75 
cents)  compared  with  a  previously  discounted  price  of  $  1 .77  per  tablet.16  This  was 
at  a  time  that  the  average  wholesale  price  of  the  drug  was  $4.67,  according  to  the 
Wall  Street  Journal.  Measured  against  the  average  wholesale  price,  the  prices 
negotiated  by  DHHS  represent  a  discount  of  80  to  84  percent.  This  reduction  in 
price  came  at  a  time  of  national  emergency  and  concern  on  the  part  of  Bayer  of 
any  appearance  of  profiteering  at  the  time  of  crisis,  but  nevertheless  it  sets  the 
parameters  of  what  can  be  achieved  through  negotiations  by  the  federal 
government. 

A  report  released  earlier  this  week  by  U.S.  PIRG  also  demonstrated  that  the 
federal  government  has  the  ability  to  negotiate  dramatically  lower  prices  when  it 
sets  this  as  a  priority.  The  federal  supply  schedule  price  is  the  price  that  the  federal 
government  pays  for  prescription  drugs  for  certain  government  employees  and 
beneficiaries  of  federal  programs  such  as  veterans  and  employees  of  the 
Department  of  Defense.  A  U.S.  PIRG  survey  found  that  uninsured  consumers  in 
various  regions  of  the  United  States  pay  prices  66  percent  to  80  percent  higher 
than  the  federal  supply  price  average.17 

Developments  in  the  states  also  illustrate  the  potential  of  joining  together  to 
expand  purchasing  power.  Vermont,  Michigan,  and  South  Carolina  joined  forces 
a  little  over  a  year  ago  to  get  favorable  prices  for  their  combined  pool  of  1.5 
Medicaid  beneficiaries.  A  Vermont  state  staffer  recently  reported  that  by  joining 
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together,  the  three  states  have  managed  to  save  25  to  50  percent  more  than  they 
had  saved  previously,  when  they  implemented  preferred  drug  lists  separately.18 

The  House  bill's  reliance  on  the  participation  of  numerous  private 
insurance  industry  participants  also  rules  out  the  possibility  of  putting  the 
purchasing  power  of  the  federal  government  to  work  on  behalf  of  consumers  and 
taxpayers.  Individual  companies,  each  with  several  hundred  thousand  to  several 
million  enrollees,  will  not  have  the  leverage  to  negotiate  the  deep  discounts  that 
would  be  achievable  by  the  federal  government.  The  House  and  the  Senate  bills 
actually  include  language  that  prohibits  the  federal  government  from  negotiating 
low  prices  for  prescription  drugs  for  Medicare  beneficiaries  (other  than  for  the 
fallback  provision  in  the  Senate  bill).19 

2.  Increase  the  "bang  for  the  buck"  for  taxpayer  and  consumer  prescription 
drug  dollars  by  encouraging  the  purchase  of  medicines  that  are  the  most 
cost-effective  (as  opposed  to  the  most  heavily  advertised). 

Neither  the  House  nor  the  Senate  bills  incorporated  a  provision  that  could 
have  dramatically  increased  the  information  available  to  the  public  about  the 
comparative  effectiveness  of  different  medicines.  Bipartisan  legislation 
introduced  by  Congressman  Allen  and  Congresswoman  Emerson  would  provide  a 
source  of  evidence-based  information  about  the  comparative  effectiveness  of 
drugs.  H.R.  2356,  the  "Prescription  Drug  Comparative  Effectiveness  Act  of 
2003,"  would  authorize  the  National  Institute  of  Health  and  the  Agency  for 
Healthcare  Research  and  Quality  to  conduct  research  and  studies  in  order  to 
provide  doctors  and  the  public  with  valid,  evidence-based  information  about 
various  medications.  This  amendment  builds  on  a  model  that  has  been  developed 
in  the  state  of  Oregon  to  free  state  governments  and  consumers  from  reliance  on 
often  misleading  direct-to-consumer  advertising  for  their  information  about  the 
effectiveness  of  prescription  drugs.  It  replaces  biased  information  with  scientific, 
evidence-based  information.  The  Allen/Emerson  amendment  was  rejected  by  the 
House  Rules  Committee. 

Senator  Clinton  offered  a  similar  amendment  to  the  Senate  bill,  amendment 
number  1000,  and  this  was  defeated  in  the  Senate.  It  is  difficult  to  understand  why 
both  the  House  Rules  Committee  and  the  Senate  would  reject  the  development  of 
objective,  scientific  information  that  would  help  accomplish  more  cost-effective 
prescription  drug  expenditures.  We  note  that  the  House  accepted  a  more  modest 
but  related  amendment  (offered  by  Congressmen  Bereuter)  as  part  of  the 
Labor/HHS  appropriations  bill  on  July  10,  2003,  and  we  urge  you  to  work  to  keep 
this  provision  in  the  final  appropriations  bill. 
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Better  evidence-based  information  in  the  public  domain  is  vitally  needed  in 
the  prescription  drug  marketplace  to  make  it  possible  to  get  better  value  for  our 
prescription  drug  dollars.  This  type  of  information  would  make  it  possible  for 
consumers  to  achieve  savings  that  they  now  can  get  by  buying  drugs  from  Canada. 
It  would  free  consumers  from  the  biased  information  that  comes  to  them  over  the 
airways  and  in  magazines  in  direct-to-consumer  (DTC)  advertising.20  It  would 
also  help  doctors  by  providing  them  with  information  about  cost-effectiveness  of 
drugs  and  decrease  their  reliance  on  marketing  information  provided  by  the 
pharmaceutical  industry.  When  it  comes  to  drugs,  newer  isn't  necessarily  better  ... 
but  it  is  likely  to  be  more  expensive  and  more  heavily  advertised. 

3.  Consider  adopting  strategies  that  have  been  successful  in  other  countries 
to  curb  prescription  drug  expenditures  without  sacrificing  quality. 

While  the  basic  research  (as  outlined  above)  is  the  first  essential  step,  the 
next  logical  step  is  to  design  a  cost-sharing  structure  that  provides  consumers  with 
incentives  to  use  the  most  cost-effective  medication.  Private  insurance  companies 
are  increasingly  using  tiered-copayments  to  encourage  enrollees  to  use  relatively 
low-cost  generics,  or  alternatively  drugs  that  are  on  a  "preferred  drug  list."  Many 
countries  have  successfully  lowered  their  expenditures  by  adopting  "reference 
pricing"  systems.  With  reference  pricing,  independent  researchers  study  the 
comparative  effectiveness  of  alternative  drug  therapies  (e.g.,  Vioxx,  Celebrex,  or 
ibuprofen  for  arthritis),  select  the  most  effective  treatments,  negotiate  low  prices, 
and  develop  preferred  drug  lists  that  provide  the  most  effective  drugs  at  the  lowest 
cost,  thereby  maximizing  the  cost- effectiveness  of  health  spending. 

Research  shows  that  reference-based  pricing  in  British  Columbia  has 
achieved  substantial  savings.  For  example,  after  implementation  of  reference 
pricing,  there  was  a  29  percent  decline  in  the  use  of  higher-priced  ACE  inhibitors 
(which  control  high  blood  pressure),  with  savings  to  the  government  and 
consumers  of  $6.7  million  in  the  first  12  months,  without  a  change  in  the  overall 
utilization  of  antihypertensives.21 

4.  Speed  generics  to  the  marketplace. 

Perhaps  the  easiest  "cost-effectiveness"  case  can  be  made  for  increasing  the 
use  of  generic  drugs  instead  of  high-priced  brand  drugs,  whenever  generics  are 
available.22  Fortunately,  both  the  House  and  the  Senate  Medicare  prescription  drug 
bills  include  provisions  that  would  close  the  loopholes  that  delay  the  introduction 
of  generics.  In  the  past,  the  Congressional  Budget  Office  has  scored  the  potential 
savings  of  similar  provision  to  be  $60  billion  over  ten  years.23  This  provision  is 
important,  and  benefits  not  only  Medicare  beneficiaries  but  all  consumers. 
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Conclusion 

The  steps  outlined  above  merely  scratch  the  surface  of  policy  options  that 
Congress  should  consider  to  ensure  that  the  prescription  drug  marketplace  better 
serves  all  consumers  -  not  only  those  fortunate  enough  to  have  prescription  drug 
coverage  or  the  means  to  pay  the  high  prices  charged  for  medicines  that  can  save 
lives  and  dramatically  improve  the  quality  of  life.  We  urge  you  to  call  on  experts 
in  this  country  and  from  around  the  world  to  help  you  shape  options  this  year  and 
in  future  years  that  will  allow  all  consumers  to  afford  the  medications  that  they 
desperately  need. 

There  is  an  urgent  need  for  Congress  to  take  steps  immediately  to  rein  in 
the  growth  of  prescription  drug  expenditures.  By  using  taxpayer  and  consumer 
dollars  to  buy  more  cost-effective  medications,  billions  of  dollars  could  be  saved. 
If  our  nation  could  cut  the  rate  of  growth  of  these  expenditures,  we  would 
create  a  win  for  consumers  and  a  win  for  taxpayers.  If  we  fail  to  rein  in  the 
growth  of  expenditures,  any  new  Medicare  prescription  drug  benefit  will  be  hard- 
pressed  to  provide  meaningful  relief  to  Medicare  beneficiaries,  whose  out-of- 
pocket  costs  will  continue  to  grow.  Congress  would  be  breaking  a  promise  to 
beneficiaries,  and  it  will  fail  to  meet  their  expectations  that  a  new  benefit  will 
provide  much  needed  relief. 


Consumers  Union  is  a  nonprofit  membership  organization  chartered  in  1936  under  the 
laws  of  the  State  of  New  York  to  provide  consumers  with  information,  education  and 
counsel  about  goods,  services,  health,  and  personal  finance.  Consumers  Union's  income 
is  solely  derived  from  the  sale  of  Consumer  Reports,  its  other  publications  and  from 
noncommercial  contributions,  grants  and  fees.  In  addition  to  reports  on  Consumers 
Union's  own  product  testing,  Consumer  Reports,  with  approximately  4.5  million  paid 
circulation,  regularly  carries  articles  on  health,  product  safety,  marketplace  economics 
and  legislative,  judicial  and  regulatory  actions  that  affect  consumer  welfare.  Consumers 
Union's  publications  carry  no  advertising  and  receive  no  commercial  support. 

2  This  testimony  and  our  report  focuses  on  those  consumers  who  have  no  coverage  for 
medicines  in  2003.  The  impact  of  HR  1  on  those  with  coverage  through  past  employers, 
through  medigap,  or  through  Medicaid  is  different  and  depends  on  a  number  of  factors 
including  whether  employers  cut  coverage.  The  Senate  and  House  bills  differ  in  how 
they  treat  dual  eligibles  with  both  Medicaid  and  Medicare  coverage.  Consumers  who 
currently  have  medigap  drug  coverage  (paying  extra  premiums  higher  than  anticipated 
benefits)  will  view  the  benefits  of  the  legislation  differently  than  those  without  any 
coverage  today. 

3  This  report  is  posted  at  our  website,  www.consumersunion.org. 
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Mr.  Burton.  I  want  you  to  know  I  did  not  write  that  speech.  But 
I  do  sympathize  with  a  lot  of  it. 

I'm  going  to  ask  the  chairman  if  he'd  like  to  start  the  question- 

Mr.  Tom  Davis  of  Virginia.  Let  me  first  thank  everybody  for 
being  here  and  for  your  comments.  Let  me  start  with  Mr. 
Haislmaier  and  Mr.  Antos  on  the  reimportation.  You  heard  that  de- 
bate earlier  and  you  didn't  really  address  that  in  your  opening  com- 
ments. Is  that  a  good  idea,  do  you  think,  at  this  point,  to  lower  the 
costs,  or  does  that  have  other  market  ramifications? 

Mr.  Haislmaier.  First  off,  I  don't  think  it  is  a  good  idea.  As  I 
was  listening  to  the  testimony  earlier,  there  were  two  things  I 
noted  down.  Congressman  Emanuel  said  it's  about  money.  I  agree, 
he's  right.  And  Congressman  Gutknecht  pointed  out  compulsory  li- 
censing as  an  aspect  of  this,  and  how  we  don't  allow  balanced  bill- 
ing in  Medicare,  which  I  think  could  be  an  example  of,  could  be 
used  as  an  example  of  why  we  shouldn't  do  this  either  in  pharma- 
ceuticals, because  doctors  are  less  and  less  inclined  to  take  Medi- 
care patients  because  of  that. 

The  reality  is  that  you  have  three  elements  here,  and  they're  in 
a  hierarchy.  And  price  is  at  the  bottom.  That's  what  everybody's  fo- 
cused on,  but  price  is  at  the  bottom.  Above  price  is  market  access 
and  above  that  is  property  rights.  Let  me  just  give  you  an  analogy. 
Let's  say  you  owned  a  piece  of  property,  a  house,  and  you  want  to 
sell  it.  You  can  name  whatever  price  you  want,  but  you're  probably 
going  to  put  a  price  that  you  think  people  will  pay,  and  that  you'll 
get  as  much  as  you  can  out  of  it.  So  the  price  is  a  product. 

What  shapes  your  ability  to  get  that  price?  It's  market  access.  If 
people  won't  pay  your  price,  you  reserve  the  option  to  just  take  the 
house  off  the  market  and  say,  I'm  not  going  to  sell  it,  unless  some- 
body comes  along  and  compels  you.  And  that's  where  you  get  to 
property  rights.  The  county  can  come  along  and  say,  we're  going  to 
exercise  eminent  domain  and  make  you  sell  the  property. 

The  same  thing  happens  in  drugs.  If  a  country,  and  there  are  all 
sorts  of  schemes  for  regulating  prices,  if  a  country  says,  we  want 
this  price,  and  if  you  don't  give  us  this  price,  we're  not  going  to  let 
you  sell  the  product,  that's  their  leverage.  If  the  company  responds, 
well,  if  you  don't  give  us  a  price  we  like,  we're  going  to  take  the 
drug  off  the  market,  then  at  the  end  of  the  day,  the  trump  card 
in  all  of  this  is  as  Mr.  Gutknecht  pointed  out,  compulsory  licensing, 
which  is  the  government  of  the  country  saying,  we're  taking  your 
property  rights  away. 

So  the  point  here  in  all  of  this,  I  believe,  is  what  we're  really 
talking  about,  is  are  you  going  to  use  that  power  to  force  pharma- 
ceutical companies  to  charge  lower  prices.  And  if  you're  going  to, 
then  be  honest  about  it  and  do  it  up  front,  and  don't  do  it  through 
a  reimportation  bill  where  you  add  all  sorts  of  other  things  into  the 
mix,  such  as  more  opportunities  for  counterfeiters  and  things  like 
that.  Let's  have  an  honest  debate  about  whether  you  ought  to  have 
price  controls  on  drugs  in  this  country  like  they  do  in  other  coun- 
tries and  how  should  the  system  look,  rather  than  going  through 
a  reimportation  back  road  that  raises  all  these  other  issues  that 
are  really  extraneous. 
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We  don't  have  a  shortage  of  product  here.  It's  not  that  we  need 
the  physical  product  to  be  brought  in  from  another  country.  What 
they're  trying  to  bring  in  is  the  price.  Well,  you  can  do  that  explic- 
itly. But  that's  a  different  

Mr.  Tom  Davis  of  Virginia.  That  has  other  ramifications. 

Mr.  Haislmaier.  Yes.  I'm  just  saying,  let's  have  a  little  more 
honesty  in  the  debate  on  that.  Because  yes,  I  think  there  are  legiti- 
mate safety  concerns.  The  Energy  and  Commerce  hearing,  I  read 
the  text  on  that  that  you  mentioned,  Congressman.  And  yes,  we 
have  trouble  with  counterfeiters  here  in  this  country.  You  just  open 
it  up  to  more  in  other  countries.  The  testimony  was  very  good  on 
that  from  FDA,  Customs,  State  of  Florida,  etc. 

And  one  of  the  points  that  was  also,  I  don't  know  if  it  was  made 
there  or  elsewhere,  but  organized  crime  is  getting  into  prescription 
drug  counterfeiting,  because  the  profits  are  about  the  same  as 
street  drug  transportation.  But  the  chances  of  getting  caught  are 
lower  and  the  penalties,  if  you  do  get  caught,  are  much  lower.  No- 
body gets  executed  in  southeast  Asia  for  trafficking  in  fake  Viagra. 
They  do  get  executed  for  trafficking  in  heroin.  And  it's  big  business 
over  there. 

Mr.  Tom  Davis  of  Virginia.  OK,  thank  you. 
Mr.  Antos.  I  can't  top  the  Viagra  line.  [Laughter.] 
One  of  the  hopes  that  sponsors  of  this  particular  bill  have  is  that 
prices  will  actually  come  down  in  the  United  States.  This  is,  like 
a  lot  of  legislation,  there's  theory  and  there's  reality,  and  we  won't 
know  the  reality  until  we  try  it,  I  suppose.  But  we  should  keep  in 
mind  that  if  we  really  are  going  through  this  clumsy  process,  as  Ed 
mentioned,  of  sending  trucks  up  to  Canada  or  somewhere  and  ship- 
ping drugs  back,  that  we're  going  to  have  a  lot  of  middlemen  who 
previously  didn't  exist  come  into  the  market.  Everybody's  got  to  get 
a  profit.  You're  not  going  to  do  the  things  they  have  to  do.  And 
there  will  be  a  lot  of  things  they  have  to  do,  unless  they  make  a 
profit. 

So  the  Canadian  price,  whatever  it  is,  it's  going  to  look  like  it's 
going  up  at  every  step  of  the  transaction,  and  there  will  be  plenty 
of  steps.  That  price  is  going  to  be  a  little  bit  higher  and  a  little  bit 
higher.  When  we  finally  get  down  to  the  local  chain  pharmacy, 
CVS,  just  to  pick  a  name,  I  shouldn't  name  them  specifically,  noth- 
ing to  do  with  them  really,  but  when  it  gets  to  them,  they're  also 
going  to  ask  themselves,  well,  what  price  should  I  charge  for  this 
drug?  We're  going  to  offer  a  CVS  brand  of,  well,  Viagra.  What  price 
is  that  going  to  be? 

Well,  it's  going  to  be  like  all  of  CVS's  brand  products  that  are 
very  similar  to  a  national  brand.  It's  going  to  be  a  little  bit  lower, 
but  it's  not  going  to  be  a  lot  lower. 

So  the  great  advantage  that  people  hope  for,  I  think,  in  this  bill, 
I  think  is  doomed  not  to  occur  in  most  cases.  There  will  of  course 
be  loss  leaders.  This  is  just  retail  trade,  after  all.  They  will  in  fact 
put,  well,  maybe  not  Viagra,  but  something  on  sale.  It  will  be  on 
sale  for  a  little  while.  It's  just  like  everything  else  in  retail.  We're 
going  to  see  that  kind  of  retailing  that  goes  on  at  the  retail  level. 

What  all  this  is  missing  is  something  that  we  actually  learned 
in  the  mid-1990's,  in  the  early  and  mid-1990's,  when  people  were 
very  concerned,  rightly  so,  about  the  rising  cost  of  prescription 
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drugs.  What  did  we  do  in  this  country?  We  went  to  pharmacy  bene- 
fits managers  and  we  actually  got  competition.  We  actually  went 
to  an  American  market,  we  went  to  American  entities  and  we,  em- 
ployers, typically  said,  we  need  some  help  here,  we  want  you  to  use 
your  management  tools,  we  want  you  to  use  your  ability  to  nego- 
tiate discounts  to  get  us  a  better  deal.  I  think  that's  a  real  impor- 
tant lesson. 

Mr.  Tom  Davis  of  Virginia.  Thank  you  very  much. 
Mr.  Burton.  Thank  you,  Mr.  Chairman.  I'll  ask  questions  after 
Ms.  Watson.  We'll  go  back  and  forth,  Ms.  Watson. 
Ms.  Watson.  Thank  you  very  much. 

Just  to  reply  to  Mr.  Haislmaier,  I  don't  think  you  can  compare 
eminent  domain  with  what  we're  trying  to  do  with  the  bill.  Emi- 
nent domain  has  to  have  a  widespread  public  benefit  when  we  take 
people's  property.  I  don't  think  there's  any  comparison  to  the  two. 
What  we're  trying  to  do  is  provide  the  benefits  for  our  seniors  to 
the  extent  that  we  can.  And  that  comparison  just  doesn't  work  for 
me. 

My  question  is  to  Ms.  Darling.  In  your  report,  you  talked  about 
the  number  of  employers  who  have  dropped  health  benefits.  What 
was  the  reason  behind  that,  what  was  the  decline  all  about?  Can 
you  explain? 

Ms.  Darling.  A  number  of  smaller  employers  have  dropped 
health  benefits  for  both  actives,  and  probably  never  provide  it  for 
retirees.  But  the  large  employers  in  particular  who  provided  in 
many  instances  very  comprehensive  medical  benefits  began  about 
almost  15  years  ago,  because  of  a  decision  that  was  made  by  the 
financial  accounting  standards  board  that  said  that  companies  had 
to  show  on  their  balance  sheet  the  outstanding  future  liability  for 
retiree  medical  coverage,  called  FAS  106  in  the  jargon  term  of  it. 

Basically  this  was  a  shock  to  corporations  at  the  time.  What  they 
had  done  is  promised  benefits  and  then  they  paid  out  of  current  in- 
come for  those  retiree  medical  benefits.  And  the  accountants  simply 
said,  this  is  an  outstanding  liability  that  you  owe  to  people  in  the 
future,  and  you  must  account  for  that  in  the  balance  sheet. 

After  that,  most  large  corporations  made  dramatic  changes 
where  they  had  the  ability  to  do  that,  and  in  many  instances  that 
I'm  sure  they  worked  with  their  unions  to  work  out  collectively  bar- 
gained agreements  about  the  future  of  retiree  medical.  Because 
many  of  them  had  outstanding  retiree  medical  liability  that  was  in 
the  hundreds  of  millions  of  dollars.  And  in  some  instances,  more 
than  they  had  in  assets.  And  for  some  of  the  big  companies  like  the 
autos  and  the  steel  companies,  some  of  which  by  the  way  are  now 
in  bankruptcy,  that  was  really  a  shock,  because  they  didn't  have 
the  assets  to  cover  these  things. 

As  a  consequence,  almost  every  employer  at  that  time  did  at 
least  two  things.  No.  1,  they  almost  always  grandfathered  existing 
retirees,  meaning  if  you  had  the  benefit  and  you're  already  retired, 
you  got  whatever  you  were  assured  at  that  time.  Then  there  was 
usually  another  group  of  people  who  were  near  called  grand- 
fathered actives,  and  there  are  many  details  on  this.  I'll  just  give 
you  the  broad  brush.  Then  you  had  actives  and  then  you  had  new 
hires. 
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What's  happened  is,  in  order  to  try  to  manage  that  benefit,  in 
many  cases  to  remove  it  eventually  totally  for  new  hires,  they 
would  cap.  So  they  put  in  something  that  was  called  retiree  medi- 
cal caps.  Many,  many  big  companies  have  that.  So  for  example,  if 
you  have  20  years  of  service  and  you're  55,  and  you  retire  at  that 
point,  you  will  get  a  capped  amount.  It  may  be  $1,000  a  month. 
But  you  won't  get  more  than  $1,000.  So  as  health  care  costs  go  up 
15  percent  per  year,  you  will  soon  come  closer  and  closer  to  hitting 
the  cap. 

So  for  all  practical  purposes,  except  for  a  small  number  of  large 
companies,  and  in  many  cases  collectively  bargained  plans,  anyone 
who's  under  a  certain  age  and  not  working  in  the  public  sector, 
which  still  has  very  rich  benefits,  I  might  add,  they  won't  have  any 
retiree  medical  benefits,  or  they'll  have  a  very  modest  one,  because 
the  companies  have  to  have  the  assets  to  pay  for  this,  and  many 
of  them  do  not. 

Ms.  Watson.  I  am  concerned  about  families,  such  as  the  family 
of  Mr.  Newcomb.  I  think  that  your  testimony,  Mr.  Newcomb,  was 
very  compelling.  Because  this  is  a  problem  that's  faced  by  a  large 
number  of  Americans  today. 

What  we  are  trying  to  do  is  to  put  together  a  plan  that  will  work. 
And  H.R.  1  that  passed  out  of  this  House  is  one  that  I  don't  think 
will  work,  because  the  cap,  and  you  just  explained,  Ms.  Darling, 
that  there's  a  cap  on  what  insurance  will  pay  for  workers.  And 
there's  a  big,  as  we  call  it,  a  doughnut  hole  in  there  that  would 
pressure  the  beneficiaries  to  pay  up  to,  oh,  maybe  $4,500  out  of 
their  own  pockets,  and  a  family  like  Mr.  Newcomb's  just  couldn't 
afford  it. 

Is  there  anyone  on  the  panel  who  can  describe  for  us  a  better 
way  of  addressing  the  needs  of  the  seniors?  And  we  do  have  a  bill 
by  Representative  Gutknecht  and  Representative  Emerson  and  I 
personally  support  what  they're  trying  to  do.  But  is  there  anyone 
who  sees  us  doing  something  differently  that  would  be  able  to  ben- 
efit families  such  as  the  one  described  by  Mr.  Newcomb? 

Ms.  Shearer.  I  just  can't  pass  up  an  opportunity  to  say  there  is 
other  legislation.  It's  not  going  anywhere,  but  there  is  other  legisla- 
tion before  the  House,  H.R.  1199,  that  would  provide  true  relief  to 
families  that  spend  a  lot  of  money  on  prescription  drugs.  Now,  I 
will  say  that  it's  got  very  tough,  a  very  tough  system  to  rein  in  pre- 
scription drug  costs.  And  we  think  that  it  would  be  an  effective  sys- 
tem. In  a  nutshell,  it's  similar  to  reference  pricing  systems  that 
other  countries  have  done,  where  you  pay  for  the  most  cost  effec- 
tive drug.  Yes,  you  can  charge  more,  but  you're  not  going  to  get  re- 
imbursed. So  you've  got  a  strong  incentive  to  look  at  these  pre- 
ferred drug  lists  and  to  make  sure  that  you  get  a  generic  or  a  fairly 
priced  drug  that  is  effective. 

With  H.R.  1199,  seniors  and  the  disabled  would  have  capped  out 
of  pocket  costs.  They  would  be  assured  that  their  out  of  pocket 
costs,  once  this  is  implemented,  would  be  lower  than  their  out  of 
pocket  costs  would  be  today.  We  think  it's  the  way  to  go.  And  I  re- 
alize that  this  is  not  the  view  of  the  House. 

Ms.  WATSON.  If  I  could  just  respond,  then  that  will  be  it.  One  of 
the  very  disturbing  provisions  in  H.R.  1  was  the  fact  that  our  Sec- 
retary of  HHS  could  not  negotiate  prices.  And  I  understand  the 
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reason  why  the  Canadian  program  is  so  beneficial,  is  that  they  did 
negotiate  a  cap  on  the  price.  I  think  volume  purchasing,  you  know, 
States  doing  volume  purchasing  for  their  Medicaid  programs  will 
address  that  issue.  And  I  think  it's  unfortunate  that  did  not  remain 
in  the  bill. 

Mr.  Burton.  Ms.  Darling,  would  you  like  to  respond? 

Ms.  Darling.  If  I  might  just  tie  two  things  together  for  her  ques- 
tion. The  current  bill  does  have  flexibility  in  it  for  employers.  So 
I've  tried  to  paint  really  two  pictures.  There's  a  group  of  Ameri- 
cans, mostly  the  younger  ones,  who  are  not  public  employees  who 
will  not  have  any  retiree  medical  benefits.  So  what  you  give  them 
is  what  they're  going  to  have  under  Medicare. 

Then  there's  this  other  group  of  people  in  between,  some  of 
whom  have  a  very  comprehensive  coverage,  that's  mostly  older  re- 
tirees and  current  retirees.  Then  you're  going  to  have  these  dif- 
ferent groups  coming  along.  To  the  extent  that  there  employers, 
and  there  are  some,  who  still  provide  a  post-65  retiree  medical  ben- 
efit, the  more  flexibility  you  give  them  to  let  them  continue  to  do 
that  and  wrap  around  the  way  they  want.  So  for  example,  there 
will  be  lots  of  employers  who  will  pay  the  premium,  they  may  pay 
the  deductible,  they  may  assist  with  the  cost  sharing.  They'll  want 
some  just  to  help  with  the  controlling  cost.  But  they  will  provide 
a  wraparound  benefit. 

So  whatever  bill  passes,  the  more  flexibility  they  are  left  with, 
those  who  already  do  it  and  might  be  thinking  about  dropping  it, 
if  there's  more  flexibility  they're  less  likely  to  drop  it. 

Mr.  Burton.  Let  me  just  make  a  couple  comments  and  ask  a 
couple  of  questions,  then  I'll  go  to  Congressman  Allen.  The  Prime 
Minister  of  England  is  going  to  be  speaking  in  a  little  bit. 

First  of  all,  I  agree  with  you,  Mr.  Antos,  this  thing's  going  to  be 
a  budget  buster.  And  I  think  our  kids  and  our  grandkids  are  going 
to  just  look  back  and  say,  why  in  the  hell  did  you  guys  do  this  to 
us?  I  really  believe  that.  I  think  that's  a  sad  commentary  for  us  to 
make  on  what  we're  doing. 

If  I  had  my  way,  if  we  were  going  to  provide  a  prescription  drug 
benefit,  it  would  be  on  those  who  are  uninsured,  indigent,  or  those 
who  can't  get  coverage  because  of  health  problems.  We  used  to 
have  a  township  trustee  system  in  Indiana.  If  people  were  sick  and 
they  didn't  have  any  money  and  they  needed  health  coverage,  pre- 
scriptions, they  went  to  the  township  trustee  and  the  township 
trustee  took  care  of  the  problem. 

We  were  forced  to  take  Medicaid  in  Indiana.  Medicaid  was  sup- 
posed to  cost,  they  said  they  were  going  to  take  $2.5  million  of  our 
highway  funds  if  we  didn't  take  it.  I  told  them,  let  them  take  it, 
it  will  cost  us  10  times  that  much  for  Medicaid.  It  didn't  cost  ten 
times  that  much,  last  year  it  was  a  billion  and  a  half.  A  billion  and 
a  half.  And  I  thought  it  was  going  to  cost  maybe  $25  million.  A  bil- 
lion and  a  half. 

So  these  cost  estimates  that  they're  talking  about,  the  $400  bil- 
lion, I  think  that's  a  drop  in  the  bucket.  I  don't  know  where  it's 
going  to  go.  I  don't  know  if  you're  right  at  $12  billion  over  the  next 
15,  20  years.  I  don't  know  if  $7.2  billion  is  up  there.  But  I  think 
it's  a  mistake  what  we're  doing  and  there's  not  much  I  can  do 
about  it. 
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But  getting  back  to  this  issue  of  reimportation.  My  wife  had  can- 
cer and  she  died  last  year.  I'm  not  asking  for  any  sympathy,  that's 
just  a  fact.  And  she  took  Tamoxifen.  Now,  we  had  insurance,  and 
as  a  result,  a  lot  of  that  was  paid  for  by  the  insurance.  But  a  lot 
of  people  who  have  breast  cancer  don't  have  insurance. 

My  question  is,  why  is  it  that  we  shouldn't  do  something  about 
$360  a  month  here  as  opposed  to  $60  a  month  in  Germany  for  the 
same  product?  It  doesn't  seem  right  to  me  that  the  German  lady 
who  has  breast  cancer  can  get  her  very  needed  pharmaceutical 
product  for  $60  a  month  when  it  cost  $360  a  month  here.  Can  you 
explain  that  to  me? 

Mr.  Antos.  You're  right,  that  appears  to  be  a  great  inequity. 

Mr.  Burton.  It  is  a  great  inequity,  it  doesn't  appear  to  be. 

Mr.  Antos.  All  right,  it  is  a  great  inequity.  But  I  think,  where 
is  the  problem  here?  I  think  the  problem  is  not  with  the  lady  in 
Germany,  I  think  the  problem  is  with  the  lady  in  this  country. 

Mr.  Burton.  What  do  you  mean? 

Mr.  Antos.  The  lady  who  doesn't  have  reasonable  insurance. 

Mr.  Burton.  No,  no.  I'm  not  talking  about  that.  What  about  the 
price?  Why  six  times  as  much  as  in  Germany? 

Mr.  Antos.  Well,  we  could  get  into  a  discussion  of  pharma- 
ceutical pricing.  I  don't  think  that  would  help  address  your  ques- 
tion. But  let  me  make  a  comment  about  what  will  happen,  I  be- 
lieve, based  on  reasonable  economic  analysis,  of  prices  in  Germany 
and  in  the  United  States  for  the  typical  drug,  if  reimportation  actu- 
ally takes  hold. 

Mr.  Burton.  I  think  you  explained  that.  We  don't  need  to  go  into 
that  again.  Because  your  theory  I  listened  to  very,  very  closely.  But 
reimportation  is  taking  place  today.  People  are  going  into  Canada 
and  breaking  the  law,  and  they're  going  up  in  bus  loads,  over  a 
million  people  have  done  that.  They're  buying  through  the  internet 
Coumadin  and  Tamoxifen  and  other  pharmaceutical  from  Germany 
because  the  prices  are  so  much  lower. 

Now,  the  pharmaceutical  company  has  a  problem.  They  can  ei- 
ther raise  the  price  over  there  or  lower  it  here  or  start  coming  up 
with  a  program  that  internationally  is  fair  for  everybody.  Right 
now  they're  making  their  big  profits  on  the  backs  of  the  American 
people,  there's  no  question  about  that,  while  they're  selling  it  at  a 
lot  much  lower  price  some  place  else  in  the  world. 

And  what  we're  trying  to  get  at  with  our  reimportation  bill  is, 
we're  trying  to  hit  them  in  the  head  with  a  ball  bat  and  say,  look, 
let's  get  with  it.  Don't  start  negotiating  a  price  that's  too  low  for 
you  some  place  else,  if  that's  the  case.  I  think  they're  making  a 
profit  there  as  well.  While  at  the  same  time,  you're  sticking  it  to 
the  American  people.  It  doesn't  make  any  difference  to  me  if  a 
woman  has  cancer  in  Germany  or  here.  They  ought  to  be  paying 
a  fair  price. 

Mr.  Antos.  Congressman,  the  fact  is  that  if  they  got  the  message 
and  if  international  prices  equalized  across  all  countries,  the  inter- 
esting question  is,  how  far  would  we  see  U.S.  prices  drop?  They 
would  drop,  and  how  high  would  we  see  other  countries'  prices 
rise?  Now,  we  might  not  care  about  that. 

Mr.  Burton.  I'm  just  saying  it  should  be  fair  for  everybody. 

Mr.  Antos.  Well,  it's  hard  to  know  what  fair  is. 
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Mr.  Burton.  We  have  free  trade  agreements  on  cars  with  Mexico 
and  Canada,  we  have  free  trade  agreements,  we're  trying  to  nego- 
tiate one,  the  President  just  called  me  the  other  day,  or  his  people 
did,  about  Chile  and  other  countries  in  Latin  America.  And  those 
free  trade  agreements  allow  for  free  trade  and  competition  between 
countries.  Why  in  the  world  should  we  pay  the  highest  prices  in  the 
world  for  pharmaceutical  products,  when  we're  allowing  free  trade 
in  plantains,  as  Mr.  Gutknecht  talks  about,  cherries  and  berries 
and  every  other  daggone  thing?  It  just  doesn't  make  any  sense  to 
me. 

And  some  way,  we've  got  to  get  the  attention  of  the  pharma- 
ceutical companies,  so  that  there  is  fairness. 

Mr.  Antos.  I  agree.  We  need  free  trade  that  is  really  free  trade 
for  pharmaceuticals  across  the  country.  That  means  that  prices  are 
fair  everywhere,  according  to  the  ability  of  people  to  pay  their  de- 
mand for  products  and  so  on.  So  that  doesn't  mean  that  the  price 
is  going  to  be  the  same  everywhere.  But  prices  that  reflect  actual 
market  conditions  everywhere,  that  excludes  most  of  the  world's 
current  activities. 

The  reason  why  the  pharmaceutical  companies  sell  at  the  prices 
they  do,  by  and  large,  is  because  the  threat  of  having  their  prod- 
ucts be  taken  from  them.  As  Mr.  Haislmaier  said  earlier,  you  can't 
just  forget  the  property  rights  aspect  of  this  and  where  that  mat- 
ters is  where  the  next  Tamoxifen  is  going  to  come  from. 

Mr.  Burton.  Well,  I  don't  believe  it  would  ever  go  that  far,  I  be- 
lieve if  they  started  taking  away  the  patent  rights  of  products  and 
trying  to  make  generics,  I  think  you  would  end  up  with  all  kinds 
of  trade  problems.  If  Canada  tried  to  do  that,  I'm  sure,  I'm  sure 
that  we  would  beat  them  over  the  head  with  something  else  and 
there  would  be  a  big  fight.  I  think  you'd  have  the  same  thing  going 
on  in  Europe  with  the  GATT,  as  well  as  NAFTA. 

I'm  not  saying  it's  a  bogus  issue,  but  I  just  think  it  wouldn't  hap- 
pen. I  think  the  main  issue  is  the  pharmaceutical  companies  need 
to  say,  OK,  we're  going  to  be  fair  with  Americans.  And  if  that 
means  the  price  differential  in  other  countries  has  to  go  up,  fine. 
But  we  shouldn't  be  eating  the  whole  hog. 

Mr.  Antos.  I  think  your  argument  is  that  the  U.S.  Government 
should  enforce  its  trade  agreements  with  other  countries  very  vig- 
orously. I  agree  with  that  completely. 

Mr.  Burton.  Very  good. 

Mr.  Allen. 

Mr.  Allen.  Thank  you,  Mr.  Chairman,  and  thank  you  for  holding 
these  hearings.  I  know  what  the  chairman  is  doing  is  really  ex- 
traordinary in  Washington,  but  it's  what  my  constituents  think 
goes  on  here  all  the  time,  where  you  actually  have  people  with  dif- 
ferent views  coming  before  a  committee  and  responding  to  Mem- 
bers with  different  views  but  a  common  concern  about  what  is  es- 
sentially a  common  problem. 

I  couldn't  help  but  be  so  interested,  Mr.  Antos,  in  what  you  were 
saying.  This  is  a  $400  billion  program  as  it's  laid  out  now.  It's 
going  to  cost  a  lot  more  than  that  over  the  long  run.  And  I  agree, 
I  agree  with  the  chairman  on  that. 

Ms.  Shearer  was  saying  the  same  thing  in  so  many  words.  This 
is  going  to  be  a  very  costly  program.  But  you  seem  determined  not 
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to  do  anything  about,  let  me  just  call  it  broadly  price  controls.  You 
can  talk  about  reference  pricing  or  the  Canadian  system  or  the 
German  system.  They're  all  different.  But  they  all  in  one  way  or 
another  do  what  we  do  with  other  Medicare  expenses,  they  use  the 
leverage  of  the  Government  to  try  to  drive  down  prices.  We  do  that 
with  reimbursement  for  physicians  and  hospitals  and  everything 
else,  and  only  the  pharmaceutical  industry  runs  free. 

And  what's  so  interesting  to  me  about  this  debate  is  we're  really 
struggling  on  both  sides  with  our  own  preconceptions.  Those  of  us 
who  feel  that  we  need  a  prescription  drug  benefit  and  who  talk  to 
seniors  every  day  who  can't  take  their  medication,  who  cut  their 
pills  in  half,  and  I  can  give  you  an  endless  list  of  stories.  But  at 
the  grass  roots,  this  is  a  horrible,  horrible  problem.  It's  not  buying 
houses,  it's  health  care. 

And  then  on  the  other  hand,  with  the  struggle  over  what  is  a 
free  market.  I  mean,  there's  a  reason  why  the  pharmaceutical  in- 
dustry charges  the  highest  prices  in  the  world  in  the  United  States, 
and  it's  not  because  of  the  threat  of  losing  their  property  rights. 
Because  if  they  lose  their  property  rights  here,  they'd  lose  it  in 
other  countries. 

It's  because  for  Medicare  beneficiaries  and  other  uninsured, 
there's  no  one  to  negotiate  on  their  behalf.  I  am  fascinated,  and  I'm 
going  to  ask  you  to  respond,  I've  had  so  many  people  from  institu- 
tions like  yours  who  come  before  groups  like  this  talking  about  the 
free  market.  And  I  never  hear  you  talk  about  market  power.  I 
never  hear  you  talk  about  the  fact  that  there  are  free  markets  and 
there  are  free  markets.  And  the  reason  we  have  high  prices  here 
is  that  the  buyers  are  concentrated  and  very  powerful,  I'm  sorry, 
the  sellers  are  concentrated  and  very  powerful  and  the  buyers, 
leave  aside  Aetna,  Sigma,  I  mean,  they  get  reduced  prices,  the  VA 
gets  reduced  prices.  Why  isn't  it  just  a  matter  of  market  power  and 
why  don't  you  ever  say  this  is  an  imperfect  market  and  it  doesn't 
work,  because  people  on  the  buying  side,  the  individuals  aren't  or- 
ganized into  a  group  where  they  can  exercise  their  leverage? 

Mr.  Antos.  I  completely  agree  with  you.  It  is  an  imperfect  mar- 
ket. Seniors  are  the  last  people  in  the  country,  or  at  least  25  per- 
cent of  seniors  are  the  last  people  in  the  country  who,  when  they 
go  to  the  pharmacy  are  actually  paying  full  retail  price.  That  is 
something  that  could  be  fixed,  could  have  been  fixed  years  ago. 

So  you're  absolutely  right.  One  of  the  market  principles  that  I 
think  we  all  agree  on  is  to  organize  the  buying  power  of  seniors. 
I  think  that's  what  Congress  has  been  arguing  about  for  years  now. 

Mr.  Allen.  But  do  you  have  any  objection  to  doing  it  the  way 
we  do  the  rest  of  our  health  care  expenses  for  our  Federal  pro- 
grams, Medicare,  Medicaid,  and  the  VA,  which  essentially  uses  the 
power  of  the  Federal  Government  through  reimbursement  mecha- 
nisms and  other  to  negotiate  lower  prices  for  that  group?  Another 
way  of  saying  this,  if  it's  OK  for  veterans  and  military  retirees, 
why  isn't  it  OK  for  Medicare  beneficiaries? 

Mr.  Antos.  It  all  depends  on  how  long  you  want  to  wait  for  that 
doctor's  visit.  As  you  probably  know,  the  Veterans  Administration 
health  system,  the  Veterans  Health  System,  I  guess  it's  called,  has 
been  in  serious  trouble,  exactly  because  there's  a  limited  amount 
of  funding  for  the  program  and  there's  been  terrible  queuing  prob- 
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lems.  In  the  Medicare  program,  which  I  think  is  really  what  you're 
thinking  of,  look  at  physician  payment  problems  that  we've  had.  In 
some  parts  of  the  country,  not  all  parts  of  the  country,  there  were 
access  problems  earlier  this  year,  primarily  among  specialists  who 
were  closing  their  practices  to  new  patients. 

This  is  the  problem  with  price  controls.  This  is  a  serious,  serious 
problem.  Getting  the  balance  right  between  getting  the  best  pos- 
sible price  and  also  making  sure  that  you  have  access  to  appro- 
priate care.  This  is  a  serious,  serious  problem. 

Mr.  Allen.  Quick  response.  My  experience  in  Washington  is  that 
when  we  have  reimbursement  problems  for,  I  mean,  just  to  pick  a 
group,  doctors  who  are  treating  cancer,  or  home  health  care  agen- 
cies or  nursing  homes,  they  show  up  here  and  they  say,  the  reim- 
bursement level  needs  to  be  changed  or  something.  And  by  and 
large,  we,  a  little  bit  of  a  delay,  but  we  do  respond  to  that.  And 
we  could  easily  respond  to  all  those  problems.  I  mean,  it's  just  a 
question  of  attitudes  toward  money. 

I  know  Ms.  Darling  wants  to  say  something.  The  last  thing  I 
would  say,  just  about  the  number,  the  amount  of  money,  which  I 
forgot  to  mention,  if  you  add  up,  and  I  know  the  chairman  and  I 
would  disagree  about  this,  but  if  you  add  up  all  the  tax  cuts  and 
you  extend  the  sunsets,  and  you  add  the  additional  interest  on  the 
national  debt  that  follows  those  tax  cuts,  that  number  is  $3.7  tril- 
lion over  10  years,  2002  to  2011.  And  some  of  us  think  all  of  this 
could  be  funded  if  we  could  break  down  these,  we  have  fundamen- 
tal disagreements  on  this  stuff.  But  it  could  be  funded. 

Mr.  ANTOS.  I'd  like  to  be  on  the  record  that  I  didn't  agree  with 
many  of  the  spending  features  of  the  tax  cuts.  There  weren't  many 
economy  improving  features  of  the  tax  bill  that  passed. 

Mr.  Allen.  I  agree. 

Mr.  Burton.  Well,  I'll  let  any  of  you  make  a  final  comment  in 
just  a  minute  for  the  record.  But  I  am  very  concerned  about  the 
prescription  drug  benefit.  I  think  it's,  I  just  hate  to  think  about  my 
kids  and  my  grandkids  and  their  kids,  what  it's  going  to  be  like. 
I  don't  know  how  they're  going  to  pay  for  all  this  stuff.  It's  going 
to  be  a  real  problem  for  them.  And  I  think  the  quality  of  life  will 
deteriorate  because  of  that,  because  the  cost  is,  I  mean,  we're  going 
to  be  following  the  same  kind  of  pattern  they  followed  in  England 
and  elsewhere.  It  just  never  stops. 

But  the  one  thing  that  I  hope  that  you  conservatives,  and  you 
conservative  think  tank  people,  for  whom  I  have  great  respect,  will 
think  about  is  these  people  that  are  cutting  their  pills  in  half  be- 
cause they  can't  afford — and  little  old  ladies  are  going  into  my 
pharmacy,  and  I  live  in  a  fairly  affluent  area,  and  my  pharmacist 
has  told  me  they're  going  in  and  they're  asking  for  their  prescrip- 
tion, they  say  how  much  is  it,  and  he  says,  it's  X  number  of  dollars. 
They  say,  well,  I'll  talk  to  you  about  it  tomorrow.  And  they  don't 
come  back. 

And  it's  their  health.  Like  you  said,  it's  not  a  house,  it's  their 
health.  And  why  the  pharmaceutical  industry  will  charge  five  and 
six  times  what  they're  charging  in  another  part  of  the  world  when 
they're  American  companies  in  the  main,  just  mystifies  me.  It  just 
mystifies  me. 
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Now,  I  understand  that  they've  got  to  go  where  the  profit  is.  But 
they  shouldn't  fight  these  people  going  to  Canada  or  contacting 
people  in  Germany  on  the  internet  and  buying  these  products.  And 
the  argument  that  there's  a  safety  issue  is  just  bogus  as  heck.  Be- 
cause we  have  the  technology  now  to  make  these  things  tamper 
proof  and  everybody  knows  it.  We've  got  nanochips  they  can  put  in 
there  that  have  a  signature  on  them  that  you  wouldn't  even  know 
what  it  was  unless  you  were  in  that  particular  canister  or  box.  So 
we  can  make  them  safe  and  they  can  be  reimported  from  any  part 
of  the  world. 

But  the  prescription  drug  industry  is  death  on  this.  They  put 
$40,000  in  advertisements  in  the  newspaper  here,  the  Roll  Call, 
today,  just  today,  $40,000.  They're  going  to  spend  millions.  They've 
got  600  lobbyists  up  here.  And  they  gave  $500  and  some  million  in 
campaign  contributions  to  the  candidates  last  year.  So  I  know  what 
we're  up  against.  But  it  isn't  right.  Something's  got  to  be  done 
about  it. 

So  we'll  fight  on,  and  I  believe  eventually  there  will  be  a  change. 
I  think  eventually  the  pressure  will  grow  to  such  a  degree  that 
they  will  lower  their  prices  here  and  try  to  figure  out  how  to  make 
it  up  some  place  else,  and  that's  as  it  should  be. 

Anyhow,  I  really  appreciate  your  patience  and  appreciate  your 
being  here.  Does  anybody  have  any  final  comments  they'd  like  to 
make?  I  had  a  feeling,  Ms.  Darling.  Go  ahead. 

Ms.  Dakling.  Just  two  things,  one  as  a  counterpoint  to  the  com- 
ment about  Medicare  not  always  paying  enough.  You  don't  hear 
from  the  ones  where  they're  well  paid.  There's  a  boom  in  specialty 
niche  services  right  now,  so  there's  obviously  tons  of  money  some 
place.  And  second,  I  would  just  say,  whatever  is  done  doesn't  have 
to  be  a  blank  check.  What  we've  learned  in  the  private  sector  is 
that  value  purchasing  practices,  the  design  could  come  out  a  lot  of 
different  ways.  But  it  doesn't  have  to  be  just  a  blank  check. 

Mr.  Burton.  Anybody  else?  Mr.  Haislmaier. 

Mr.  Haislmaier.  Mr.  Chairman,  thank  you.  A  couple  of  quick 
points  in  response  to  Mr.  Allen.  You've  described  exactly  the  kind 
of  thing  one  could  do,  which  is  a  government  pressuring  prices 
through  Medicare  and  Medicaid,  VA,  etc.  What's  interesting  is  to 
look  at  the  alternative  which  is  in  the  Federal  Employees  Health 
Benefits  Program,  which  all  has  very  generous  prescription  drug 
coverage,  wherein  there  were  some  figures  given  from  that  earlier, 
where  the  prices  are  negotiated.  There's  a  world  of  difference  be- 
tween trying  to  strong-arm  somebody  on  a  price  versus  negotiating 
a  fair  price  for  both  parties.  And  that's  all  we're  talking  about. 

And  then  Mr.  Chairman,  I  would  simply  

Mr.  Burton.  Let  me  just  add  one  thing.  There's  no  reason  for  the 
pharmaceutical  industry  in  America  to  negotiate  right  now.  If  you 
look  at  what's  in  that  bill,  there  is  no  way  to  put  pressure  on  them. 
So  we've  got  to  figure  out  some  way  to  do  that. 

Mr.  Haislmaier.  Right.  And  I  am  all  in  favor  of  negotiating 
prices.  And  the  thing  that  I  would  say  is,  I  would  quote  to  you,  Mr. 
Chairman,  the  observation  that  former  Senator  Phil  Gramm  used 
to  make,  that  it's  time  for  the  people  who  are  riding  in  the  wagon 
to  get  out  and  help  pull  the  wagon.  I  think  the  solution  is  to  get 
the  U.S.  Government,  not  the  pharmaceutical  industry,  they  don't 
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have  the  ability  to  do  it,  but  the  U.S.  Government  through  trade 
negotiations  to  lean  on  industrialized  countries.  Not  Third  World 
countries,  industrialized  countries  that  are  getting  a  free  ride 
where  we  wind  up  with  these  disparities  in  this  country.  I  agree 
the  disparities  shouldn't  be  there. 

Pharmaceutical  companies  will  price  differently  for  two  reasons. 
One,  they  price  differently  than  the  Third  World  because  if  they 
charge  first  world  prices,  nobody  could  afford  it.  So  that's  an  act 
of  charity,  and  that's  like  1  or  2  percent  of  their  market,  all  those 
countries  rolled  together.  They  might  as  well  just,  they're  pretty 
close  to  giving  the  stuff  away.  And  that's  charity. 

The  other  reason  is  that  in  the  industrialized  world,  in  Europe 
and  Canada,  they're  doing  it  because  the  government,  through 
some  measure  of  coercion,  is  forcing  them  to  do  it.  Why  do  they 
give  in  there  and  fight  stronger  here?  Simple.  Canada's  6  percent 
of  their  total  global  market,  the  United  States  is  40  percent.  Ger- 
many's maybe  20  percent.  The  bigger  it  is,  the  harder  they  fight. 
They  get  better  reimbursement  in  Germany  than  they  do  in 
Greece.  And  there  are,  just  as  Mr.  Antos  said,  there  are  parallel 
traders  making  bucks  off  the  arbitrage,  or  Euros  now,  between 
Greece  and  Germany  all  over  Europe  on  that  scale. 

So  it's  a  question  of  market  share  and  how  much  government 
clout.  You  can  take  two  routes.  You  can  either  do  in  this  country 
as  I  said  what  other  countries  do,  which  is  hold  the  stick  of  taking 
away  their  property  rights  over  their  head  and  force  them  down, 
in  other  words,  let's  have  an  honest  debate  on  price  controls,  or  you 
can  go  and  start  beating  up  on  the  Europeans  who  are  getting  a 
free  ride,  riding  in  the  wagon  and  not  helping  to  pull  by  paying 
their  share  toward  the  R&D.  It's  your  choice. 

Mr.  Allen.  Mr.  Chairman,  can  I  just  make  one  comment  on 
that? 

Mr.  Burton.  Sure. 

Mr.  Allen.  This  is  a  rare  opportunity,  I'm  just  telling  you,  I've 
been  here  7  years  and  to  actually  have  this  kind  of  conversation 
is  interesting. 

I'm  a  real  skeptic  that  if  you  could  drive  up  prices  in  Europe, 
Canada  and  Japan  by,  pick  a  percentage,  10  percent,  that  the  phar- 
maceutical industry,  with  no  change  in  law,  would  voluntarily  re- 
duce prices  to  Medicare  beneficiaries  here.  That  just  seems  fantasy 
to  me. 

And  we  wouldn't  be,  I  mean,  the  problem  is  not,  and  I  think  this 
is  what  the  chairman  was  saying  earlier,  the  problem  is  not  that 
people  in  Germany  pay  $60.  The  problem  is  they  pay  $360  here. 
And  the  underlying  structural  issue  is,  the  rest  of  the  world,  the 
industrialized  world  has  a  national  health  care  system. 

So  the  government  winds  up  being,  in  one  way  or  another  the  ne- 
gotiator. We  don't,  so  our  population  is  left  there  to  buy  whatever 
the  pharmacist  is  charging,  based  on  what  he  paid.  I  guess  I'm 
wondering  how  on  Earth  you  could  ever  drive  down  pharmaceutical 
prices  here  if  you  didn't  have  a  bigger  role  for  the  Government. 

Mr.  Haislmaier.  You  probably  couldn't  in  that  sense.  I  think 
there  would  be  some  decline,  some  averaging  in  prices  that  would 
occur  on  that. 
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But  at  the  end  of  the  day,  and  this  is  why  I  keep  coming  back 
to  property  rights  and  contrary,  I'm  afraid  that  Congressman  Wat- 
son isn't  here,  but  the  analogy  is  with  eminent  domain  is  very  ap- 
plicable. Because  the  only  reason  they  have  the  ability  to  charge 
this  is  we  have  patent  laws.  And  we  say  that  rather  than  having 
them  keep  it  a  trade  secret  like  Coke  and  always  be  afraid  that 
somebody's  going  to  steal  it,  we  want  you  to  put  that  information, 
how  you  made  it,  what  it  does,  out  in  the  public  so  that  we  can 
evaluate  it  at  the  FDA,  so  that  other  scientists  can  learn  from  it 
and  build  on  your  research  and  go  beyond  where  you've  gone,  that 
serves  the  public  good. 

In  exchange  for  doing  that,  the  Government,  this  goes  all  the 
way  back  to  Thomas  Jefferson  and  the  Constitution  goes  back  and 
says,  in  exchange  for  that,  we're  going  to  give  you  a  monopoly 
right.  It's  a  time  limited  monopoly  right.  Well,  you  know,  when 
somebody  has  a  monopoly  right,  they're  going  to  charge  prices  that 
they  think  are  in  their  best  interest. 

Mr.  Burton.  So  you're  advocating  changing  our  patent  laws  so 
they  only  have  3  or  4  years  to  regain  their  investment? 

Mr.  HAISLMAIER.  What  I'm  saying,  Congressman,  is  you  know, 
let's  not  kid  ourselves  about  this.  If  you're  serious  in  what  you 
want  to  pursue,  that  is  what  it  will  require.  And  I  should  point  out, 
by  the  way,  that  prior  to  the  Hatch  Waxman  Act,  which  did  change 
the  patent  laws,  it  had  the  effect  of  driving — all  those  generic  drugs 
come  at  a  price.  And  the  price  was  to  drive  up  the  cost  of  the  on- 
patent  drugs.  Because  before  Hatch  Waxman,  a  generic  company 
had  to  go  through  the  whole  FDA  process  all  over  again,  which 
meant  they  never  did,  which  meant  there  were  no  generics  and 
which  meant  the  pharmaceutical  companies  or  the  innovator  com- 
panies didn't  have  to  charge  high  prices,  because  they  knew  that 
they  could  keep  getting  their  price  for  years  and  years  beyond  the 
patent  expiration. 

Now  if  you  go  to  any  Wall  Street  analyst,  they  can  show  you  the 
chart,  the  drug  goes  off  patent  on  1  day,  the  next  day  the  price  just 
goes  to  the  floor.  Because  the  generics  are  already  there  and  ready 
to  take  advantage  of  it.  We  have  50  percent  of  the  drugs  that  are 
generics  in  this  country  now.  So  that's  the  benefit.  The  downside? 
We've  told  them,  you've  got  to  squeeze  all  your  recouping  your  in- 
vestment into  those  first  several  years. 

Mr.  Burton.  I  can't  leave  without  saying,  the  most  profitable  in- 
dustry in  the  world  is  the  pharmaceutical  industry.  They're  making 
huge  profits.  And  I  don't  mind  free  enterprise  and  profits.  That's 
not  a  bad  word. 

But  I  don't  want  them  to  make  it  all  on  the  backs  of  the  Ameri- 
cans. 

Mr.  Haislmaier.  Until  they  run  out  of  new  drugs,  and  then  they 
go  belly  up  and  get  bought  by  somebody. 

Ms.  SHEARER.  Could  I  just  make  one  quick  point,  Congressman? 
I  know  you're  in  a  hurry.  But  this  is  such  an  important  hearing, 
but  it's  not  only  important  for  Medicare  beneficiaries.  It's  also  im- 
portant for  40  million  people  who  are  uninsured  in  this  country 
and  several  million  more  who  are  under-insured.  So  getting  fair 
prices  for  American  consumers  is  very  important.  I  really  appre- 
ciate your  allowing  me  to  comment. 
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Mr.  Burton.  Thank  you  very  much.  We're  adjourned. 
[Whereupon,  at  4:25  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  the  call  of  the  Chair.] 

[Additional  information  submitted  for  the  hearing  record  follows:] 
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Statement  of  Michael  S.  Gordon,  General  Counsel,  National  Retiree 
Legislative  Network  (NRLN),  Submitted  For  Inclusion  In  The  Record  of  the 
Hearing  of  July  17,  2003  Before  The  Subcommittee  on  Human  Rights  & 
Wellness,  Committee  On  Government  Reform,  U.S.  House  of 
Representatives,  On  "  A  New  Medicare  Prescription  Drug  Benefit:  Is  It 
Good  For  Seniors?" 


Mr.  Chairman  and  Members  of  the  Committee: 


On  behalf  of  the  National  Retiree  Legislative  Network,  Inc.,  (NRLN)  I  would 
like  to  express  our  appreciation  for  the  opportunity  to  submit  a  brief  written 
statement  for  inclusion  in  the  record  of  the  above-referenced  hearing. 

Based  in  Washington,  D.C.,  NRLN  is  a  grassroots  advocacy  organization 
that  represents  nearly  two  million  retirees  from  the  Association  of  US  West 
Retirees,  Association  of  BeilTel  Retirees,  Prudential  Retirees,  Monsanto  Retirees, 
Raytheon  Retirees,  along  with  groups  from  Boeing,  GE,  GM,  IBM,  Johns  Manville, 
Lucent  Retirees,  Portland  Electric  (Enron),  SNET,  Western  Union  and  others.  For 
more  information  about  the  organization,  visit  the  NRLN  website  at 
http://www.nrln.org. 

NRLN  was  specifically  formed  a  little  over  two  years  ago  to  specifically 
protect  retirees  against  the  postretirement  cancellation  or  reduction  of  their 
retiree  health  benefits  by  their  former  employers.  NRLN  also  seeks  to  prevent 
companies  from  watering  down  the  funding  of  their  ERISA-regulated  pension 
plans  or  taking  other  steps  that  may  undermine  the  security  of  private  pensions. 
NRLN  has  perceived  a  growing  trend  among  employers  of  doing  both  -  not 
grandfathering  current  retirees  against  adverse  postretirement  changes  to  their 
health  benefits,  and  attempting,  by  one  expedient  or  another,  to  manipulate 
the  funding  of  their  pension  plans  to  reduce  their  responsibilities  for  assuring  that 
pensions  are  delivered  as  promised.  The  result  is  a  double-whammy  for  retirees 
who  are  forced  to  dip  into  their  pensions  to  cover  the  costs  of  retiree  health 
benefits  that  have  been  taken  away  by  their  employers,  only  to  find  out  that  the 
pensions  themselves  are  on  shaky  ground  and  may  be  reduced  substantially  if 
the  employer  cannot  or  will  not  keep  up  the  necessary  financing  of  their 
benefits. 
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This  situation,  bad  as  it  is,  is  made  even  worse  by  the  Medicare 
prescription  drug  legislation  passed  by  both  the  House  and  Senate  and  now  in 
conference.  Although  both  bills  provide  various  incentives  to  employers  to  keep 
their  retiree  prescription  drug  insurance  coverage  intact  for  Medicare-eligible 
retirees,  there  is  already  testimony  before  this  Subcommittee,  which  NRLN 
endorses,  that  most  employers  will  use  the  opportunity  presented  by  the 
enactment  of  a  Medicare  prescription  drug  benefit  to  unload  their  Medicare- 
eligible  retirees  on  the  new  program  or  sharply  reduce  the  retiree  drug  coverage 
they  previously  provided.  Many  others  have  forecast  the  same  results. 

If  the  new  Medicare  drug  coverage  was  more  or  less  equivalent  to  the 
company-provided  drug  coverage  these  Medicare-eligible  retirees  already 
have,  the  potential  mass  withdrawal  of  employer  coverage  might  not  be  such  a 
serious  problem.  However,  it  is  clear  that  the  Medicare  drug  legislation  now  in 
conference  provides  coverage  that  in  most  cases  is  vastly  inferior  to  the 
coverage  that  had  been  provided  under  private  sector  plans. 

For  this  reason,  NRLN  opposes  the  Medicare  prescription  drug  legislation  in 
its  present  form  and  can  assure  this  Subcommittee  that  virtually  every  Medicare- 
eligible  retiree  who  currently  is  covered  by  an  employer-sponsored  retiree  drug 
plan  is  opposed  to  it  as  well.  Counting  retiree  spouses,  who  are  also  covered  by 
these  plans,  we  are  talking  about  eight  to  ten  million  plan  members  opposed  to 
this  legislation. 

Moreover,  although  NRLN  supports  the  drug  re-import  legislation  that 
passed  the  House  on  July  25,  2003,  and  believes  it  will  have  a  constructive  effect 
on  lowering  drug  prices  for  seniors  and  will  also  help  companies  with  retiree  drug 
plans,  we  doubt  that  standing  by  itself,  it  will  be  sufficient  to  dissuade  many 
employers  from  dumping  their  Medicare-eligible  retirees  onto  a  newly-enacted 
Medicare  drug  program.  The  fundamental  flaw  in  this  entire  approach  is  that  it 
fails  to  safeguard  retirees  not  only  against  postretirement  loss  of  their  company- 
provided  prescription  drug  benefits,  but  also  against  postretirement  loss  of  their 
company-provided  health  insurance. 

This  is  really  the  heart  of  the  matter.  NRLN  urges  the  Subcommittee  to  take  a 
close  look  at  HR1322,  the  Emergency  Retiree  Health  Benefits  Protection  Act  of 
2003,  whose  chief  sponsor  is  Representative  John  F.  Tierney  (D.  Mass.).  This  bill 
would  prevent  companies  from  failing  to  grandfather  current  retirees  from 
postretirement  cutbacks  in  their  health  benefits.  Companies  could  set  whatever 
ceilings  on  retiree  health  benefits  they  desired  before  an  employee  retired,  but 
after  retirement  they  could  only  take  away  retiree  health  benefits  if  those  ceilings 
were  exceeded  in  any  specific  case. 
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Finally,  in  considering  the  drawbacks  inherent  in  the  Medicare  drug  bills  and 
the  opposing  approach  underlying  HR1322,  the  Subcommittee  in  particular,  and 
the  Congress  in  general,  should  ask  itself  and  future  witnesses  the  following 
questions: 


1 .       Out  of  concern  that  the  enactment  of  Medicare  prescription  drug 

legislation  of  the  type  that  just  passed  both  the  House  and  the  Senate,  would 
induce  the  federal  government  to  cancel,  reduce  or  limit  its  own  federal 
retiree  prescription  drug  insurance  program,  the  House  recently  passed 
legislation  that  would  require  the  uninterrupted  continuation  of  the  federal 
retiree  drug  program  notwithstanding  enactment  of  a  Medicare  drug  bill. 
Since  most  major  U.S.  companies  are  now  poised  to  discontinue  or  scale 
down  their  retiree  drug  insurance  benefits  once  a  Medicare  drug  bill 
becomes  law,  do  you  favor  giving  the  same  protection  to  private  sector 
retirees  as  the  House  just  gave  to  federal  retirees,  and  if  not,  why  not? 


2.       Under  the  existing  federal  law  known  as  ERISA  (the  Employee  Retirement 
Income  Security  Act  of  1974),  companies  are  barred  from  withdrawing  or 
reducing  a  worker's  company-provided  pension  after  the  worker  retires. 
However,  ERISA  does  not  bar  a  company  from  canceling  or  reducing  the 
same  worker's  health  benefits,  including  prescription  drug  benefits,  after  the 
worker  retires  and  has  been  receiving  such  benefits.  Moreover,  the  company 
can  take  away  such  health  benefits  regardless  of  how  long  the  worker  has 
been  retired  or  how  ill  and  dependent  on  receiving  the  company-provided 
health  insurance  the  retiree  has  become.  Do  you  think  ERISA  should  be 
amended  to  treat  company-provided  retiree  health  benefits  like  company 
provided  pension  benefits,  and  if  not,  why  not? 


3.       Under  ERISA  and  the  Internal  Revenue  Code,  employers  are  given 
substantial  tax  incentives  to  fund  their  pension  plans  properly.  In  addition, 
there  is  a  back-up  insurance  system  administered  by  the  Pension  Benefit 
Guaranty  Corporation  (PBGC)  to  cover  potential  pension  losses  that  might 
result  if  the  employer  went  bankrupt  or  otherwise  was  unable  to  put  sufficient 
money  in  its  pension  plan  to  pay  all  the  promised  pensions  when  they  fall 
due.  Do  you  think  that,  together  with  vesting  retiree  health  benefits,  a  similar 
system  of  tax-subsidized  funding  and  back-up  insurance  would  preserve 
private  sector  retiree  health  plans  and  induce  employers  to  continue  with 
such  plans?  If  not,  why  not,  and  what  recommendations,  if  any,  do  you  have 
that  would  better  encourage  the  maintenance  of  company  retiree  health 
and  drug  benefits  plans? 
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The  Medicare  prescription  drug  bills  now  in  conference  between  House 
and  Senate,  do  nothing  to  provide  drug  insurance  to  non-Medicare  eligible 
retirees.  This  means  that  many  sick  or  disabled  employees  who  have  been 
forced  to  take  early  retirement  because  of  a  slowing  economy,  and  whose 
employer-provided  drug  and/or  medical  insurance  has  been  canceled,  are 
forced  to  go  broke  (i.e.,  rob  their  pensions  and  savings)  to  pay  the  medical 
and  drug  bills  their  employers  will  no  longer  cover.  In  many  cases,  they  are 
forced  to  forego  necessary  medical  treatment  in  order  to  keep  a  roof  over 
their  heads  and  their  families  together.  Do  you  have  any  recommendations 
as  to  how  this  situation  could  be  addressed,  and  specifically,  how  to  maintain 
the  continuity  of  employer-provided  health  insurance  coverage  until 
Medicare  kicks  in? 


The  Medicare  prescription  drug  benefits  provided  by  the  bills  now  in  the 
House-Senate  conference  are  to  be  financed  by  combination  of  general 
revenues  and  Medicare  eligible  retiree  payments.  There  Is  no  payroll  tax 
financing  of  these  benefits  which,  as  a  practical  matter,  means  no  direct 
employer  contributions  to  support  the  program.  Do  you  think  it  is  fair  or  sound 
public  policy  to  permit  employers  to  abandon  their  Medicare-eligible  retiree 
drug  coverage,  make  a  wholesale  transfer  of  their  Medicare-eligible  retirees 
into  the  new  Medicare  drug  program,  and  yet  pay  nothing  directly  to  the 
Medicare  program  for  Medicare  picking  up  the  drug  costs  these  employers 
previously  had  committed  themselves  to  pay? 
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